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DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED 
TRADE ROUTES 


TUESDAY, MARCH 13, 1956 


Howse or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE OF THE 
CoMMITTEE ON MercHant Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10:15 a. m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The Cuatrman. The subcommittee will come to order. 

The hearing this morning is before the Merchant Marine Subcom- 
mittee. The subject is double and triple tracking of routes of subsi- 
dized lines. 

The first witness is Mr. Robert F. Keller, Assistant to the Comp- 
troller General. Mr. Keller has with him this morning Mr. Hedbawny 
and Mr. Andrews. 

Mr. Keller, would you care to bring your associates along with you? 


STATEMENTS OF ROBERT F. KELLER, ASSISTANT TO THE COMP- 
TROLLER GENERAL; GRAYDON L. ANDREWS, GENERAL COUNSEL’S 
OFFICE; AND A. L. HEDBAWNY, DIVISION OF AUDITS, GENERAL 
ACCOUNTING OFFICE 


Mr. Ketuer. Yes,sir. I would like to do so, Mr. Chairman. 

Mr. Chairman, before I start, we have with us copies of our report 
which we made to the committee. I don’t know what your pleasure is 
on those. I would be glad to make them available if you desire. 

Mr. Casey. Most of the report is contained in your statement? 

Mr. Ketter. Yes, sir. 

The CuHarrMan. You may proceed, sir. 

Mr. Ketier. Mr. Chairman and members of the subcommittee, be- 
fore I start I would like to say that my statement is probably a little 
long but it contains substantially what 1s in the report which I thought 
would be of value to the subcommittee as well as the people that are 
present here today. 

During the hearings before the committee on May 18, 1955, on Vessel 
Replacement in the American Merchant Marine, request was made 
that the General Accounting Office furnish a report relative to the 
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effect of double and triple tracking of subsidized operators on a single 
trade route. In compliance with the request a report was furnished to 
the committee on January 13, 1956. 

(See report on p. 18). 

At the outset we want to make it clear that the subject is technical 
and complex. Also, the report made by the Comptroller General is 
not intended to be critical of the principle of multiple tracking, or of 
its objective, or the method of administration by the Maritime agency. 

The Comptroller General in his letter of January 13, 1956, pointed 
out that in the absence of actual experience, our report is necessarily 
oremised on many assumptions. While certain opinions are expressed 
in the report, based on the assumptions we have made, the highly 
speculative nature of those assumptions makes it impracticable for us 
to adopt any firm conclusions on the wisdom, or lack thereof, of the 
present instances of double and triple tracking. 


VALIDITY OF DOUBLE AND TRIPLE TRACKING 


With respect to the Board’s authority to furnish operating dif- 
ferential subsidy aid to more than one American operator on the 
same essential trade route, section 605 (c) of the 1936 acts appears to 
contemplate the possibility of a need therefor and specifies the pro- 
cedure and findings of the Board which are prerequisite to its entry 
into contracts providing such aid. In this connection, as early as 
August 5, 1938, the former Maritime Commission decided in favor of 
granting operating differential agreements to two American oper- 
ators on the same trade route and in the appendix to that decision, fully 
considered the legislative history of section 605 (c) in concluding that 
their action was authorized. In view of the language of section 605 
(c) and legislative history of the section the Comptroller General con- 
curs with the long standing administrative construction that the mul- 
tiple tracking of subsidized operators on a trade route is authorized 
wherever the prerequisite procedures and findings provide a proper 
basis therefor. In addition, the Board’s authority was recognized by 
the United States District Court for the District of Columbia in the 
case of American President Lines, Lid. v. Federal Maritime Board, 
et al, 112 F. supp. 346, which was decided, Mr. Chairman, I believe, 
in 1953. 

SCOPE OF STUDY 


In order to make the study requested by the committee and to answer 
specific questions raised by the committee it was necessary, as previ- 
ously indicated, to make numerous assumptions and speculations as to 
what would have been the situation if only one subsidized operator had 
served a particular trade route, rather than the 2 or 3 subsidized oper- 
ators who actually served it. We obtained certain statistical infor- 
mation applicable to all subsidized operators involved in double and 
triple tracking on a trade route. However, since we felt the general 
findings applicable to one double tracking operator should be applica- 
ble to all, we made a detailed study of one case involving double track- 
ing on a trade route. 

Also, many of the trade routes, while leaving from different United 
States areas, partially double track each other. However, for the pur- 
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DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED TRADE ROUTES 3 


pose of our study we have not considered two subsidized operators as 
double-tracking unless they serve substantially the same ports on the 
trade route. 

Under the condition mentioned there are four trade routes on which 
subsidized operators carry on double and triple tracking. These are 
15A, 21, 24, and 29. 

GENERAL 


There are many factors which make somewhat arbitrary the deter- 
mination of the effects of double-tracking on the original subsidized 
operator, on the United States Treasury, and on the vessel-replacement 
programs. Some of the more apparent factors are: 

1. In some instances the so-called original subsidized operator was 
not the first subsidized operator on the trade route. For example, Far- 
rell Lines held a temporary subsidy contract from June 30, 1937, to 
September 30, 1938, at which time the contract was terminated. Seas 
Shipping Co, obtained a long-range subsidy contract on October 14, 
1938, and Farrell Lines did not obtain its long-range contract until 
April 23, 1940. For purposes of our study we called Seas Shipping 
Co. the original subsidized operator. 

2. If the assumption is made that the second subsidized operator 
on a trade route is to have his contract terminated, it does not neces- 
sarily follow that the original subsidized operator will get all the 
business of the second subsidized operator. If the second subsidized 
operator cannot continue in the trade as an unsubsidized American 
operator, it is probable that the foreign-flag operators on the route 
will get a part of his carryings. There is also the possibility that the 
second subsidized operator might continue his same operation as a 
foreign-flag operator. For example, New York and Cuba Mail Steam- 
ship Co. gave up its subsidy contract on trade route No. 3 effective 
December 31, 1953. We have been informed that it is chartering 
foreign-flag vessels and continues to service the trade route. 

3. Some of the double-tracking subsidized operators are subsidized 
on other trade routes. If these operators were eliminated as subsidized 
operators from the trade route on which they are double-tracking, a 
part of the overhead costs formerly apportioned to that trade route 
would have to be absorbed by its remaining subsidized operations. For 
example, Farrell Lines is subsidized on trade route No. 15A along with 
Seas Shipping Co. and also is subsidized on trade route No. 14. 

4. While 1 subsidized operator might be able to handle the cargo 
on a particular trade route at a lower overhead cost than what the 
overhead cost would have been for 2 subsidized operators to handle 
the same cargo, it is a matter of speculation as to what the exact differ- 
ence would be. 

5. It is practically impossible to determine what effect the elimina- 
tion of double-tracking would have on the taxes of the remaining sub- 
sidized operator because of the tax benefits afforded by the act. 

6. The original subsidized operator might not be willing, even if 
able, to agree to a vessel replacement program which would be as large 
as the combined vessel replacement program of the subsidized op- 
erators on the trade route. 

Each of these factors in some measure is affected by the other 
factors. 
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EFFECT OF DOUBLE AND TRIPLE TRACKING ON CARGO CARRYINGS 


In order to determine any apparent effects of double tracking on 
cargo carryings of the original subsidized operator on a trade route, 
we secured information relative to the cargo carryings on each of trade 
routes Nos. 15A, 21, 24, and 29, segregated between the subsidized 
operators and foreign-flag operators. Where possible, the informa- 
tion shown was for the year just prior to the time double tracking 
occurred, for the year it occurred, and for the most current year for 
which information is available. Our analysis of the information does 
not show any significant tendency of the cargo carryings of the origi- 
nal subsidized operator to decrease after a second or third operator 
became subsidized on the trade route. The explanation for this is 
that the second or third subsidized operator had been serving the 
trade route as a nonsubsidized operator. However, if the second or 
third operator had not been approved for subsidy and had been forced 
to abandon operation on the trade route, then probably the original 
subsidized operator would have secured a portion of the cargo formerly 
carried by such operators. However, the Maritime Administration 
has no power to protect subsidized operators from competition by any 
number of foreign lines which may see fit to serve a given trade route. 
For this reason we believe that the elimination of one or more subsi- 
dized operators from a trade route would afford little assurance to 
the remaining subsidized operator that he would experience a pro- 
portionate increase in carryings. The immediate result probably 
would be a substantial decrease in the percentage of cargo carried by 
the remaining American-flag vessels. 

Also, owing to many factors which determine the utilization of ves- 
sels, such as the availability of cargo, stowage plans, sailing require- 
ments, shippers’ preferences, it would be highly speculative as to how 
many less subsidized voyages would have been required on a given 
route for one subsidized operator to have carried the cargo of both 
of the subsidized operators. If Maritime decides that a certain num- 
ber of sailings must be made on a trade route in order to carry a sub- 
stantial portion of the foreign commerce in American-flag vessels, it 
would make little difference on vessel utilization whether the sailings 
were performed by 1 subsidized operator or by 2 subsidized operators 
as Maritime has the contractual right to require that sailings be spaced 
on a basis satisfactory to it. 

If Maritime in approving the number of subsidized sailings on a 
trade route were influenced by the number necessary to support 2 or 3 
subsidized operators rather than the requirements of the trade route 
and national defense, the cost to the Government of double tracking 
could be substantial. Maritime’s determinations of the requirements 
for a particular trade route are not, as we understand it, based on the 
sailings necessary to support a given number of operators. How- 
ever, Maritime’ s estimated sailing requirements for a trade route are 
intended to foster the promotion, development, expansion, and mainte- 
nance of United States liner traffic on the route. Trade route No. 
29 serves as a good example where Maritime probably considered 
triple tracking necessary to maintain the level of United States liner 
traffic on the route. In the year before triple tracking occurred there 
were 108 subsidized sailings on this trade route, both outbound and 
inbound. The following year when two formerly nonsubsidized op- 
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erators on the trade route were subsidized, the inbound and outbound 
subsidized sailings were increased to 250, but the tons of commercial 
cargo carryings in all American-flag ships remained about the same. 

We believe that double tracking, in itself, has little influence on 
the cargo carryings of the original subsidized operator if Maritime 
properly (and we have no reason to believe otherwise) administers 
its authority in determining sailing requirements and spacing such 
vessels. It should also be remembered that subsidy in itself does not 
assure an operator of a profit, and for this reason there is somewhat 
of an automatic control on the number of subsidized operators who 
would be willing to serve a trade route. 


EFFECT OF DOUBLE AND TRIPLE TRACKING ON PROFIT RECAPTURE AND THE 
UNITED STATES TREASURY 


The effect of double and triple tracking on profit recapture and on 
the United States Treasury is measurable primarily by its effect on 
the operators’ profit, subsidized voyages, and taxes. Again each of 
these three factors in turn affects the other. 

In order to evaluate the effect of double tracking on profit recapture 
and on the United States Treasury, we selected for detailed examina- 
tion the operations of Seas Shipping Co. and Farrell Lines on trade 
route No. 15A for the calendar year 1954. For the purpose of deter- 
mining the effect on the original subsidized operator, we assumed, for 
the reason previously stated, Seas Shipping Co. to be the original 
subsidized operator on trade route No. 15A. We also assumed that 
Farrell Lines would be eliminated from trade route No. 15A but 
would continue as a subsidized operator on trade route No. 14, and 
that the foreign-flag operators together with Seas would get a pro- 
portionate share of Farrell’s carryings on trade route No. 15A. We 
further assumed that fewer subsidized sailings would be made by Seas 
than were actually made by Seas and Farrell combined, and that there- 
fore fewer vessels would be necessary and depreciation costs would be 
less. In combining the operations of Seas and Farrell, we also pre- 
pared an allocation of overhead which showed a reduction in the total 
amount of these costs on trade route No. 15A. 

While our analysis showed that there would be a reduction in cer- 
tain expenses, such as overhead and depreciation, and in subsidy cost 
to the Government, it did not reveal any substantial change in the 
profits of Seas. Even if our assumptions had been otherwise, it is 
doubtful that Seas would have been able to show any profit recapture 
due to the Government as Seas was in a minus estimated cumulative 
recapture position of $1,251,520 at the end of calendar year 1954. 

Recapture is influenced by a number of factors. It is difficult to 
segregate one factor and say what the dollar effect of that one factor 
has been. Some of the factors influencing recapture are increased 
direct operating costs, vessel replacements, national emergencies, for- 
eign competition, operating policies, double tracking, and capital 
necessarily employed. It is noteworthy that in 1954 the increases in 
capital necessarily employed alone would have allowed subsidized 
operators to make a combined profit of approximately $9 million more 
before showing any recapture due the Government than the same oper- 
ators could have made in the earlier days of the current recapture 
period. 
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The effect on the United States Treasury of eliminating double 
tracking, apart from the recapture effect, would be less subsidy pay- 
ments since there would be fewer subsidized voyages, but also less 
income-tax receipts. 

If Farrell had been confined to trade route No. 14 for the year 1954 
and Seas had been the sole American-flag operator on trade route No. 
15A, the net dollar savings to the United States Treasury, based on 
our assumptions, could have been approximately $500,000. Against 
these savings the following possible results should be weighed : 

1. Farrell and Seas combined might have had a decreased profit of 
approximately $300,000 after subsidy. 

2. The foreign-flag ships might have carried 40.9 percent of the 
cargo on the route rather than the 27.3 percent they did carry. 

3. Fewer American-flag ships might have been available for na- 
tional defense. 

4. Fewer men might have been employed on American-flag ships. 

We realize that another set of assumptions could be made and a 
different result shown. For example, the assumption could be made 
that the double tracker would continue in the trade as a nonsubsidized 
operator. Or the assumption could be made that the operator would 
continue in the trade with foreign-flag ships, as the New York & Cuba 
Mail Steamship Co. is reported to be doing. There are other assump- 
tions, all of which would show different effects from double tracking 
on cargo carryings, on recapture, and on the United States Treasury. 

We believe that the dollar effect of double-tracking on profit recap- 
ture and on the United States Treasury is probably not significant 
enough of itself to justify a policy decision as to whether the purposes 
of the Merchant Marine Act, 1936, can best be attained with or without 
double and triple packing. Of more importance, in our opinion, is 
the number of subsidized sailings thought necessary to carry a sub- 
stantial portion of the American foreign commerce, and a policy de- 
termination as to whether for national defense purposes it is not better 
to have merchant marine operated by many operators than by a few. 


EFFECT OF DOUBLE AND TRIPLE TRACKING ON THE VESSEL REPLACEMENT 
PROGRAMS 


Each subsidized vessel operator is required to maintain a capital re- 
serve fund and a special reserve fund and, whether subsidized or not, 
is permitted to maintain a construction reserve fund. The purpose 
of these funds is to insure payment of obligations to the Government, 
and the construction, replacement, continued maintenance, and suc- 
cessful operation of vessels. The operators maintaining special and 
capital reserve funds obtain substantial Federal income-tax benefits. 
Subsidized vessel operators are required by law to make certain de- 
posits if approved by Maritime. A comparison of the balances in the 
reserve funds at June 30, 1949, and June 30, 1955, shows that subsi- 
dized operators increased the capital reserve funds by $72 million and 
the special reserve funds by $46.5 million. During the same period 
the construction reserve funds of the nonsubsidized operators de- 
creased $19.7 million. 

We prepared an analysis to show for each subsidized operator, Mari- 
time’s estimate of the cost to each operator to replace his privately 
owned vessels operating indefinitely in essential trade routes or re- 
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quired to be built under operating-differential subsidy contracts and 
also the amounts on deposit in the reserve funds. 

Our analysis shows that there are sufficient amounts in the reserve 
funds for the operators collectively to begin a substantial replacement 
progr am. Also, our analysis shows that there is no general tendency 

or the percentage relationship between reserve- fund. deposits and re- 
placement requirements to be less for double-tracking operators than 
for nondouble-tracking operators. 

One of the primary considerations of the operators before embark- 
ing on a vessel-replacement program is the prospect of profit. In this 
connection, on May 12, 1955, the chairman of the committee of Amer- 
ican Steamship Lines, before the Committee on Merchant Marine and 
Fisheries, stated that the money to cover the increased carrying 
charges, on a fleet replacement that cost four times as much as the 
present fleet, would not be covered by increased operating subsidies 
but must come from operating revenue. ‘He stated that prudent man- 
agement requires that, before a company commits itself to capital 
expenditures of the magnitude and duration of those involved, it 
should evaluate the prospects of successful operation. 

The effect of double tracking on the original subsidized operators’ 
vessel-replacement programs would appear to be the extent double 
tracking has decreased, in management’s opinion, the prospect of 
profit. “It is noteworthy that most original subsidized operators on 
trade routes with double tracking have recently agreed to large vessel- 
replacement programs. 

The Maritime Administration by the terms of the operating differ- 
ential subsidy contracts can require subsidized operators to undertake 
vessel-replacement programs. However, the same influence cannot be 
brought to bear on nonsubsidized operators. On May 18, 1955, the 
president of the Association of American Ship Owners, before this 
committee, stated that at the end of 1954 there were 674 dry-cargo 
vessels in the active privately owned fleet, of which 398 did not have 
subsidy assistance. He further stated that if it is desired to induce 
replacement of the 243 nonsubsidized dry-cargo ships in foreign trade, 
the Federal Maritime Board will have to pursue liberal policies in 
connection with the granting of applications for additional subsidies. 

We have no doubt that allowi ing certain formerly nonsubsidized 
operators to double track has induced those operators to agree to 
vessel-replacement programs which they probably would not otherwise 
have undertaken. 

With reference to the particular questions raised by the chairman 
of this committee, the questions and our answers are as follows: 

1. Has double and triple tracking affected the original subsidized 
operator ? 

To answer this question it would be necessary to know whether the 
second subsidized operator on the trade route would have continued 
operations without a subsidy, either as a nonsubsidized American-flag 
operator or as a foreign-flag operator. Also, it would be necessary to 
know whether Maritime would have required the original subsidized 
operator to make the same number of subsidized sailings as the two 
subsidized operators formerly made. 

Assuming that the second subsidized operator would not have con- 
tinued serving the trade route without a subsidy, and that the original 
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subsidized operator would not have been required to increase his sail- 
ings, the original subsidized operator has been affected by double 
tracking, in that he has tended not to attain maximum vessel utiliza- 
tion. 

2. Has it placed an extra burden upon the Treasury when giving 
consideration to the limited benefits derived therefrom ? 

If the original subsidized operator were not required to increase his 
sailings as a result of the elimination of a second subsidized operator 
from a trade route, then there was extra burden on the Treasury. 

Whether that extra burden has been justified by the additional Amer- 
ican-flag vessels available for national defense is beyond the scope of 
our study. 

3. What has the cost of the Government in operating-differential 
subsidy payments been ? 

From inception of subsidized operations to June 30, 1955, and this 
is in actual cash outlay, Mr. Chairman, payments of approximately 
$23.8 million were made to operators involved in double and triple 
tracking other than the original subsidized operators on trade routes. 

4. Have the added expenditures been justified by the alleged in- 
crease in carryings by the American-flag services ? 

To be consistent with the assumptions we have made in answering 
the questions above, we assume in answering this question that ap- 
proximately 30 fewer American-flag vessels would be carrying cargo 
on essential foreign-trade routes. Whether the addition of 30 active 
vessels to the American merchant marine available for national de- 
fense purposes justifies the total payments to date is beyond the scope 
of our study. 

5. How has it affected the recapture position of the original sub- 
sidized company ? 

Because some of the original subsidized companies are subsidized 
on more than one trade route, because of the difficulty of allocating 
recapture by trade routes, because recapture results are primarily 
significant on a cumulative basis at the end of a 10 year recapture 
period, and because it is unrealistic to assume a static position of all 
the other items affecting recapture, we are unable to put a dollar value 
on the effect of double tracking on the original subsidized operator’s 
recapture position. 

However, on the basis of the assumptions we have made in answer to 
question 1; that is, the second subsidized operator would not have 
continued serving the trade route without a subsidy and that the or- 
iginal subsidized operator would not have been required to increase 
sailings, double tracking has tended to reduce the recapture position 
of the original subsidized operator. 

6. Does it minimize, and if so, to what extent, the earning power 
of the competing subsidized lines? 

If the second subsidized operator would not have continued serv- 
ing the trade route, either as a nonsubsidized American-flag operator 
or as a foreign-flag operator, and if Maritime would not have re- 
quired the original subsidized operator to make as many sailings as 
the two subsidized operators actually made, then the earning power of 
the original subsidized operator would be enhanced. 

The extent to which the earning power would be enhanced would 
depend on how much of the second subsidized operator’s carryings 
would have been carried by the original subsidized operator’s ships 
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and how much would have been carried by foreign-flag ships. We 
believe that any evaluation of the extent of the effect would be so 
speculative as to be meaningless. 

7. Has it virtually eliminated possible earnings to the extent of 
placing the lines in a nonrecapture position ? 

The final recapture position of the lines involved in double and 
triple tracking is not ascertainable until the end of a recapture period. 
However, a comparison of the estimated recapture position of all sub- 
sized operators as at December 31, 1954, does not show any tendency 
of operators involved in double and triple tracking to be in any less of 
a recapture position than those operators not involved in double and 
triple tracking. The subsidized operator in the best estimated cumula- 
tive recapture position at December 31, 1954, was an original subsidized 
operator serving a trade route with another subsidized operator. 

8. Does it not actually tend to eliminate entirely the Government’s 
opportunity to recapture a portion of their actual subsidy payments ? 

In substance the answer to this question revolves around what the 
effect of double and triple tracking has been on recapture. 

As noted in answer to question No. 5, based on our assumptions, 
double and triple tracking would tend to decrease the extent of re- 
capture. For the reasons stated in answer to question No. 5, we believe 
it would be practically impossible to determine the extent to which it 
would decrease recapture. 

9. Does the issuance of double and triple tracking subsidy contracts 
tend to diminish the opportunity of the original subsidized contractors 
to accumulate funds with which to replace their subsidized fleets, in 
accordance with the requirements of the 1936 Shipping Act? 

If the assumption is made that the second subsidized operator would 
not have continued on the trade route without a subsidy and that Mari- 
time would not have required the original subsidized operator to make 
as many sailings as the two operators actually made, we believe that 
the issuance of double and triple tracking subsidy contracts would 
diminish the opportunity of the original subsidized contractors to ac- 
cumulate funds. 

As you pointed out at the beginning, I have with me members of 
the General Accounting Office staff who participated in the preparation 


of the report, who will be glad to attempt to answer any questions you 
may have. 


The Cuatrman. Mr. Allen. 

Mr. Atten. Mr. Chairman, first I would like to compliment Mr. 
Keller on a very full and fair statement. 

You make no mention of competition, and I am curious to know 
whether you found any evidence that competition between American 
operators in a double or triple tracking situation either increased the 
efficiency of the companies involved or increased the total sales of space 
by the companies involved ? 

Mr. Ketter. I believe, Mr. Chairman, as to the efficiency, that we 
have not gone into that, but we do have an analysis, as I pointed out 
in my statement, which shows the total number of carryings of the 
original operator before double tracking, the year double tracking 
occurred, and the most current year. 

Mr. Chairman, I am talking about the original subsidized operator 
now. In one case, his carryings actually increased 20.7 percent after 
the second operator was put on the route and sailings increased 11.7 
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percent. In another case, the original operator’s carryings decreased 
0.1 percent and his sailings decreased 6.7 percent. 

In a third case, there was a 9.5 decrease in cargo carryings the 
year after the double tracker was put on, but there was an increase of 
33.3 percent in sailings. 

As to your question as to whether it increased the efficiency, we 
have nothing to substantiate a firm conclusion one way or another. I 
think it stands to reason that anybody, when they get in competition, 
will possibly work a little harder whether it is a hardware store or a 
grocery store or a shipping line. 

Mr, Auten. The point which I do not think you covered, and per- 
haps you do not have the information, is whether the sailings of the 
2 or 3 American operators combined increased over the sailings of the 
original subsidized operator. 

Mr. Keuxer. I think I may be able to partially answer that ques- 
tion, Mr. Allen. 

This is by trade routes. I am talking about trade route 29. In the 
year following double tracking the combined American sailings, which 
would include American subsidized sailings, increased 6.7 percent. On 
trade route 21 under the same circumstances there was an increase of 
2.5 percent. On trade route 24, there was an increase of 38.2 percent. 

Now, in dealing with figures like that, then we are in a situation 
again which I tried to point out in my statement, that there are eco- 
nomic conditions and a number of other things which can affect this 
thing. In order to get a firm conclusion and draw anything from the 
actual statistics, we feel that you have to get down to the identical 
shipping conditions, freight moving in one year as against the other. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Clark. 

Mr. Crarx. I have no questions. 

The Cuarrman. Mr. Pelly. 

Mr. Petuy. I have no questions. 

The CuarrMan. Does counsel have any questions ? 

Mr. Casey. I notice in your report that in discussing the pros and 
cons, so to speak, of double and triple tracking, at page 5 you have 
one main subject, “Effect of ‘double and triple tracking’ on cargo 
carryings,” and then on page 7, “Effect of ‘double and triple tracking’ 
on profit recapture and the United States Treasury”; then another on 
page 10, “Effect of ‘double and triple tracking’ on the vessel replace- 
ment programs.” Is it a fair appraisal of your conclusions under each 
of those topics to say that you find no detrimental effect so far as the 
merchant marine is concerned of the process of double and triple 
tracking? 

Mr. Kerurr. I put it in the negative as you did. I say that, asa 
result of our studies, we have not found any substantial effect. 

Mr. Casry. Detrimental effect ? 

Mr. Kerrier. Detrimental effect; yes, sir. 

Mr. Casry. Now I am going to turn to the positive and ask you 
whether or not. on the basis of your entire study, you would come to 
the conclusion that it has been a fact that it has tended to strengthen 
the American merchant marine to have double and triple tracking? 

Mr. Krturr. To the extent that double and triple tracking has in- 
creased the number of American operators and increased the number 
of American vessels on trade routes, I would agree with you, and 
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possibly even as far as replacement position because the figures seem 
to show that your double tracking operators are in no worse position 
and some may be a little better than the nonsubsidized. In other 
words, it does not seem to have vitally affected them in that respect. 

Mr. Casry. Did you take account of the fact that in time of emer- 
gency, as for example in the Korean conflict, not only the existence 
of American-flag ships on the seas but the existence of companies with 
personnel and the nucleus of management from which to expand is 
also a desirable factor from the standpoint of national defense? 

Mr. Ketter. It is not specifically pointed out in the report, Mr. 
Casey, but obviously those points are a factor. We did point out 
in the statement that we ie have a policy question of whether it 
is not better to have more American vessels on the seas, more American 
seamen employed; and I would go along a little further too, on the 
fact that you have more companies with an operating force to carry on. 

Mr. Casey. I think you mentioned that there were four specific in- 
stances today of where the practice of double and triple tracking takes 
place ? 

Mr. Ketier. Yes, sir. 

Mr. Casry. Is there any instance in which that double or triple 
tracking was based on a new operator, a new American-flag operator 
who previously had not been on that service, either on a subsidized or 
nonsubsidized basis, coming into the trade? 

Mr. Keutrrr. Yes, sir. I think that was true in trade route 21 which 
is serviced by the Bloomfield Steamship Co. and Lykes Bros. Steam- 
ship Co. 

Mr. Casey. In answer to Mr. Allen’s question which was a com- 
parison of the American-flag sailings before the double tracking and 
after the double tracking, is it not a fact that that is the only fair 
way to compare it, and not to take American-flag sailings both subsi- 
dized and nonsubsidized as against American-flag sailings all subsi- 
dized. 

Mr. Ketuer. I think that would be true. 

Mr. Casey. Do you have any figures on that particular case of the 
Bloomfield-Lykes situation. 

Mr. Ketter. On the Bloomfield case; yes, sir, we do. If I may, I 
will read these off, Mr. Casey. 

Before double tracking, total United States-flag carryings were 
805,000 tons; 200 sailings. The year after double tracking it is 
808,000 tons; 205 sailings. Your tonnage, as you will note, and your 
sailings increased very slightly there with a result that percentage- 
wise your increase in cargo carryings was 0.4 percent, and your 
increase in sailings was 2.5 percent. 

Mr. Casey. In what year did that take place? 

Mr. Ketxier. In 1953 and 1954. 

Mr. Casry. Do you have any figures as to what the overall increase 
or decrease in cargo carryings of the American merchant marine were 
during that period? In other words, I want to try to show whether, 
economically, the entire merchant marine increased or decreased. 

Mr. Heppawny. It is available. We do not have it pea 

Mr. Kerrier. I am sorry that we do not have it, Mr. Casey. Per- 
haps the Maritime Board does have that figure. We would be glad 
to get it and submit it for the record, if you desire. 
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Mr. Casey. I think that we can probably get it from the Maritime. 

On page 7 you discuss the “Effect of double and triple tracking 
on profit recapture and the United States Treasury.” You take the 
case of Seas and Farrell on trade route 15A. Was that selection made 
at random or was that made as being representative of the situation ? 

Mr. Ketier. Well, it is the oldest double tracker, as you know, Mr. 
Casey. It started back in 1940. 

Mr. Hepsawny. Another reason is that it seemed to be the least 
involved of the double trackings. If we saw in a simple picture the 
tendencies that existed, we felt we would be able to decipher them in 
the more complicated cases. That was the important reason for the 
selection. 

Mr. Casey. In effect, however, it makes out the best case in favor 
of double and triple tracking to take the Seas and Farrell case, does 
it not? 

Mr. Heprawny. If it does, it was coincidental. 

Mr. Ketter. I don’t think we could know without the same type 
of examination in the other cases. 

Mr. Casry. That has not been made? 

Mr. Ketirr. No, sir. In other words, you would have to go through 
the same process in each other case. 

Mr. Caszy. I notice that on page 9 you state that— 

If Farrell had been confined to trade route No. 14 for the year 1954 and Seas 
had been the sole American-flag operator on trade route No. 15A, the net dollar 
savings to the United States Treasury, based on our assumptions, could have 
been approximately $500,000. 

That savings is the savings in reduction of subsidy payments, is it? 

Mr. Ketter. No, sir. It takes in other factors, too. It takes into 
consideration subsidy accruals saved, loss of taxes, recapture loss. 

I want to point out, as I did in my statement, that even these fig- 
ures are based on many assumptions that you have to make which 
are not based on actual operating conditions. 

Mr. Casey. Then, as against that, you itemize four eos 
factors, so to speak, that would support the practice of double track- 
ing in that instance. 

I notice that you do not have in there the results of the procure- 
ment of American stores and supplies, or the business given to Ameri- 
can repair yards, or the advantage we have already mentioned of the 
nucleus of a new American-flag company from which to expand in 
time of emergency. Those would also be factors ? 

Mr. Ketier. Yes, but it is hard to put a dollar value on them. 

Mr. Casey. You have not put a dollar value on the fewer men em- 
ployed in American-flag ships? 

Mr. Ketter. That is right, sir. 

Mr. Casey. You say that— 
the construction reserve funds of the nonsubsidized operators decreased $19.7 
million. 

Just for the record, how did that decrease take place ? 

Mr. Ketier. May I have Mr. Hedbawny answer that ? 

Mr. Heppawny. We don’t have the details of the decrease, but one 
of the reasons could be that some of the companies were replacing 
their vessels, which had been lost during the war, with moneys which 
had been deposited into these construction reserve funds pending the 
determination as to whether they would put the moneys derived from 
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insurance policies, and so forth, into new vessels or whether they 
would use the money for other purposes and pay income taxes on it. 

Mr. Casey. Just to help out, talking about the period from June 
1949 to 1955, we did not have any nonsubsidized operators replacing 
vessels in that period. 

Mr. Hepsawny. Well, the construction reserve fund is used for that 
particular purpose by the nonsubsidized operators. 

Mr. Cassy. They can take their money out and pay taxes on it; can 
they not ? 

Mr. Heppawny. Yes, sir. 

Mr. Casey. That is probably what they did. 

Mr. Heppawny. Probably so. 

Mr. Casry. On page 11, you say: 

It is noteworthy that most original subsidized operators on trade routes with 
double tracking have recently agreed to large vessel-replacement programs. 

Who are the four original subsidized operators that we are talking 
about here ? 

Mr. Keiier. I will give them to you by trade routes. 15A: We 
consider Farrell Lines as the original subsidized operator on that 
route. 

Mr. Casry. Farrell or Seas ? 

Mr. Ketier. Seas. I am sorry. 

Trade route 21, Lykes Bros.; trade route 24, Moore-McCormack ; 
trade route 29, American President Lines. 

Mr. Casry. Which of those companies have agreed to replacement 
programs at this time? 

Mr. Ketter. Moore-McCormack, and American President Lines. 
Lykes Bros. has not actually agreed yet but were granted permission 
to make voluntary deposits to its statutory reserve fund provided it 
agreed to sign a contract before July 1, 1956, for the construction of 
five new cargo vessels. 

Mr. Casey. So their program is coming down to the wire, so to 
speak, before July 1, 1956? : 

Mr. Ketter. That is right. 

Mr. Casey. Now the only one of the four then that has not agreed 
to replacement program is the Seas Shipping Co. ? 

Mr. Ketuer. I believe that is right, Mr. Casey. 

Mr. Casey. Yet when you took the situation of the Seas Shipping 
Co. and the Farrell Lines for purposes of illustration, you found in 
essence that the double and triple tracking had no apparent detri- 
mental effect on either of the two lines ? 

Mr. Ketier. As between the two; yes, sir. 

Mr. Casey. So in answer to question 9, “Does the issuance of double 
and triple tracking subsidy contracts tend to diminish the opportunity 
of the original subsidized contractors to accumulate funds with which 
to replace their subsidized fleets, in accordance with the requirements 
of the 1936 Shipping Act?” is it fair to say that you could have added 
in there that, whether it diminishes the opportunity or not, it cer- 
tainly has not defeated the opportunity of those particular lines that 
have been double tracked so far to replace their fleets ? 

Mr. Ketier. It doesn’t seem so. 

74646—56——2 
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Mr. Casey. On page 15, you say the— 


original subsidized operator serving a trade route with another subsidized 
operator, 

What subsidized operator is that ? 

Mr. Ketxer. That is Lykes Bros., Mr. Casey. 

Mr. Caszy. Well, they are serving what trade routes with other 
operators ? 

Mr. Ketter. You mean on double tracking ? 

Mr. Casey. On double tracking. 

Mr. Ketier. Bloomfield. a 

Mr. Casry. On what route, 21 ? 

Mr. Ketter. 21,1 believe. 

Mr. Casry. Is that the only one, 21 ? 

Mr. Ketter. That isthe only case where they are double tracking. 

Mr. Casey. How many other routes do they have where they are not 
double tracking ? 

Mr. Ketier. 13, 15B, 19, and 22. 

Mr. Casey. Five routes all together or six ? 

Mr. Ketter. It is 5 all together, 1 double tracking and 4 without 
double tracking. 

Mr. Casry. In what years did Bloomfield double track Lykes on 
trade route 21 ? 

Mr. Kener. It started in 1953. 

Mr. Casey. The latter part of 1953 ? 

Mr. Ketter. January 1, 1954, I am told, Mr. Casey. Of course we 
don’t have a full period of experience. 

Mr. Casry. But not only that, it is only a segment of Lykes’ busi- 
ness and possibly would not have too much effect on their recapture 
position, which might be affected more by the other four routes than 
the one they were double tracked on ? 

Mr. Kerurr. That is correct. 

The CuatrmMan. Let me go back to question 9 which you answered. 

Mr. Keturr. Yes, sir. ; 

The CuairmMan. ‘What was your question about question 9 ? 

Mr. Casey. The substance of the question was whether or not double 
and triple tracking has diminished the opportunity of the original 
subsidized lines to replace their existing fleets, and the record here 
shows that of the 4 original operators 3 of them already agreed to re- 
placing their fleets. 

The Cuarrman. What happened to the additional operator ? 

Mr. Ketrier. The additional operator, Mr. Chairman, as I under- 
stand it, will come up for a new subsidy contract of 1958. 

The Cuarrman. It did not affect the original operators to replace, 
but what is his position as to replacement ? 

Mr. Ketxier. He is ina minus position. 

Mr. Casey. The new operator. : 

Mr. Ketier. Do you havea particular route in mind, Mr. Chairman, 
on that ? {ods 

Mr. Casey. On each of these four trade routes we are considering 
now the original subsidized operator, and we have seen that the double 
and triple tracking has not diminished his opportunities to replace. 
On trade route 29, we had Pacific Far East and PTL coming in. We 
have Bloomfield and, of course, Farrell. The chairman’s question is 
what is the situation with respect to the replacement programs of those 
lines? 
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Mr. Keuuer. Yes, sir. I think we have that. On trade route 21 
Bloomfield, Bloomfield’s contract provides for the operation of 4 
VC-2 type vessels, 3 built in 1945 and 1 in 1944. Bloomfield agreed 
in its contract that before each of its vessels reaches the 12th year of 
age it will have completed arrangements for the replacement of each 
vessel with C-2 type or superior vessels. 

The Cuarrman. Let us stop there. You said “when they reached 
12 years of age.” Have they reached their 12th year of age, the 1944 
vessels ? 

Mr. Kerrier. There would be one that would reach that age this 
year. 

The Cuatrman. Has he made a contract to replace it? 

Mr. Ketirr. Not that I am aware of, Mr. Chairman. 

The Cuarrman. Do you understand what I mean ? 

Mr. Ketrer. I think I do. 

The Cuarrman. Whether or not it was an advantage to put them on 
there, it has not been a deterrent to the others. We want to know 
how their operation shows up in comparison to the original operator’s 
ability to replace. 

Mr. Keuier. I think, Mr. Chairman, that if he goes on subsidy—— 

The Cuatrman. You have one that has not come in for any agree- 
ment. This is 1956, so an he is in his 12th year. Now, what is 
the status of the others? I understand it is all on the same trade route, 
is it? 

Mr. Ketuer. No, there would be four different trade routes, Mr. 
Chairman. 

The CHatrMan. But the original operator is on the identical trade 
route ? 

Mr. Ketter. Yes, sir. 

The Cuarman. All right. 

Mr. Ketier. That is the premise of our report. 

On trade route 24, we have the Pacific Argentine Brazil] Line. Ac- 
cording to the information I have, their contract does not specify a 
replacement program other than being subject to the terms of the 
Merchant Marine Act of 1936. 

The Cuatrman. Now, if we required replacement on others, why 
not the replacement on that one ? 

Mr. Keuuer. I cannot answer that. I think perhaps the Maritime 
Board may be able to tell you. 

The Cuarrman. Then they received a subsidy and do not have the 
same requirements? Isthat the answer? 

Mr. Casey. I do not think there was any obligation to agree to a 
replacement program at the time they got the subsidy contract. 

The CuarmMan. Well, the others had the obligation. 

Mr. Keuirr. That Pacific Argentine Brazil contract, as I under- 
stand, was executed in 1949, 

Mr. Hepsawny. The newer contracts that are being made have in- 
corporated in them rather definite requirements for the replacement 
of vessels. The Maritime seems to be more insistent upon the re- 
placement program in the new subsidy contracts that are being entered 
into. 

The CuarrmMan. This contract was made in 1949. How many ves- 
sels do they operate on that trade route? I am just trying to get a 
little information. Iam not critical. 
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Mr. Ketter. I am not sure we have that. 

The Cuatrman. Let us stop at that one then. 

Proceed. 

Mr. Casry. Do you have any information on how long that contract 
is to run from 1949? 

Mr. Heppawny. No, I haven’t. 

a CuatrrMAan. How many vessels do they operate on that trade 
route? 

Mr. Hepsawny. It was granted a subsidy on four C-3’s which were 
built in 1943 and 1944. PAB was granted a subsidy on 4 C-3’s, so I 
presume they must be operating 4 C-—3’s. 

The CHarrman. They are not required to have a replacement ? 

Mr. Heppawny. Not at the present time, sir. 

The CuarrMan. What is the next one ? 

Mr. Ketter. The next one is Pacific Far East Line on trade route 
29. Pacific Far East’s contract provides for operation of 8 vessels, 
5 C-2’s, and 3 VC-2 types. The operator agreed to purchase three 
Mariner-type vessels to replace the VC-2 type. The operator subse- 
quently put 4 Mariners in and agreed to replace its 5 C-2’s with 5 
new vessels by December 1959. Also on trade route 29 you have the 
Pacific Transport Lines. 

Pacific Transport Lines’ contract provides for the operation of 4 
C-3’s and 1 VC-2 type vessel. Pacific Transport Lines subsequently 
bought another C-3 to replace C-2. They agreed to make arrange- 
ments for the replacement of vessels by their 18th year of age and to 
have the replacement of vessels in operation by the time the old vessels 
reach the 20th year of age. 

Their present vessels were built as follows: 2 in 1941; 2 in 1943; 
1 in 1944; and 1 in 1945. 

The Cuatrman. Do I understand that some have a contract for 
earlier replacement than others ? 

Mr. Keturr. I think the point has been brought out, Mr. Chairman, 
that we have this one contract entered into in 1949 which does not 
specify the replacement program. 

The Cuarrman. Is there any replacement at all? 

Mr. Ketter. These other contracts are all much later and I think 
what happened is that you came into your accelerated replacement 
program and vessel replacements were written in as contract require- 
ments at that time. 

Mr. Casry. Even the one that has nothing in its contract cannot get 
the pomerat renewed unless he replaces his vessels when they come of 
age ? 

Mr. Ketter. He would certainly have to enter into an agreement of 
that type. 

Mr. Casey. To have construed the act or to have adopted a policy 
pursuant to the act which would have confined the American merchant 
marine so far as a subsidized fleet is concerned to the original 11 or 12 
operators would have tended to a monopoly in the hands of those com- 
panies on those particular trade routes, would it not ? 

Mr. Ketter. I don’t see how you could avoid that conclusion, Mr. 
Casey. I think it would. 

Mr. Casey. So that the policy that the Maritime Administration 
and the Maritime Board has adopted has been one of making available 
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to all American-flag lines an opportunity to participate in our foreign 
commerce on a subsidized basis, provided that those ships are needed to 
adequately service those routes and provided there is reasonable pros- 
pect that they would be able to do so successfully. Is that a fair con- 
clusion ¢ 

Mr. Ketuer. I believe that is right. 

Mr. Casey. Are you aware of the limitation that annually is placed 
in the appropriations for the Maritime Administration on the number 
of subsidized sailings that can be made in the course of a year? 

Mr. Keiier. T hey are usually written in, I believe, specifically in the 
appropriation act. I do not have the language w ith me on all of them, 
but cargoes sometimes specify in quite a bit of detail as to how the 
Maritime can operate under subsidy contracts. 

Mr. Casry. They specify, do they not, that a certain number of 
those sailings will be for the existing fleet, so to speak, and a certain 
number of the sailings will be allocated to new operators coming into 
the merchant marine on a subsidized basis ? 

Mr. Ketier. Yes, sir. 

Mr. Casry. So that, as least so far as the enactment of those pro- 
visions through the years is concerned, it has been a ratification of the 
maritime policy i in the double and tr iple tracking area ? 

Mr. Ketuer. I think that it has, Mr. Casey, I am sure that you are 
aware that there was considerable discussion on that point when the 
1936 act was passed, and 605 (c) was finally agreed on. 

Mr. Casey. As a matter of fact, your report concludes that legally 
the Maritime Administration has properly construed the act. 

Mr. Ketter. We believe so. 

Mr. Casgy. Do you feel that the limitation which is placed by the 
Congress each year on the number of voyages that can be undertaken 
infringes i in any way upon the authority and discretion of Maritime to 
broaden the American merchant marine among other carriers ? 

Mr. Kewter. I think it naturally would. They can only go to a 
certain point. Whether the point specified i in the language of ‘the ap- 
propriations bill is all they need is one thing. If they need more in 
their opinion, then naturally the actions of ‘the board are limited. 

Mr. Casey. But the limitation applies to sailings whether it is a 
sailing of 2 days or whether it is a sailing of 30 days, does it not ? 

The Cuarrman. You are s saying that the Maritime Administration 
has stayed within the 1936 act in granting new subsidy contracts. 
What is the provision that must be met with respect to the present 
subsidized operator before the additional subsidized operator should 
be put on his trade route ? 

Mr. Ketier. Mr. Chairman, whenever there is an application for a 
subsidy contract on a route that is already served by one subsidized 
operator, the Board must consider section 605 (c) of the 1936 act. 
Section 605 (c) provides, I will be glad to read it if you desire. 

The CuarrMan. You may doso. 

Mr. Kexirr. It really breaks down into two parts. 

The Crarrman. Is there any provision that the existing operator 
be allowed to meet the requirement as laid down by the Maritime Board 
for that trade route ? 

Mr. Ketter. You mean that should the original operator be given an 
opportunity to increase his service ? 











18 DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED TRADE ROUTES 


The Cirarrman. Is there any place in the act where he is given an 
opportunity to furnish and, if he does not furnish it, declines to furnish 
it, then an additional operator is put on the route ? 

Mr. Ketier. No,sir. There is nothing in the act on that. 

Mr. Cassy. The Board has actually construed the act to the con- 
trary on that very allegation having been made by one operator, has 
it not? 

Mr. Ketxer. I believe that. they have, Mr. Casey. I am sure that 
the question has come up in a number of their hearings on applications 
for subsidy contracts. I would rather have the Board speak on this, 
but I believe that they feel that, under the provisions of the act, they 
are required to consider the application of any United States citizen. 

The Cuarrman. Did your study go into any trade routes that are 
not serviced at the present time? 

Mr. Ketter. No, Mr. Chairman. 


The Cuatrman. There are trade routes that have been designated 
that are not serviced, are there not? 


Mr. Ketrer. Yes, sir. We have a list of the routes but we didn't 
make any study on it. 

The Cuarrman. Are there any other questions? 

Thank you very much. 

Mr. Ketier. Thank you, Mr. Chairman. 

The Cuatrman. The committee appreciates the diligent manner in 
which you went into this subject in your report. 

Mr. Ketter. Thank you, sir. 

(The report by the Comptroller General follows :) 


Report oN StTupY OF THE EFFECTS OF “DOUBLE AND TRIPLE TRACKING” OF VESSEL 
OPERATORS AUTHORIZED OPERATING-DIFFERENTIAL SUBSIDY BY THE FEDERAL 
MARITIME BOARD 


By the Comptroller General of the United States 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., January 13, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives. 


DeaR Mr. CHAIRMAN: Reference is made to your request during the hearings on 
May 18, 1955, on vessel replacement in the American merchant marine, that we 
furnish your committee a report relative to the effect of double and triple track- 
ing of subsidized operators on a single trade route. Your letter of December 20, 
1955, also requested our view on the validity of the interpretation which has been 
placed by the Federal Maritime Board on those provisions of the Merchant Ma- 
rine Act of 1936 pertaining to this practice. 

Enclosed is a report on our study of the matter which, in the absence of actual 
experiences, is necessarily premised upon hypothetical conditions. As stated in 
the report, we realize that another set of assumptions could be made which would 
lead to different results. Accordingly, while we have expressed certain opinions 
based upon our assumptions, the highly speculative nature of such assumptions 
makes it impracticable for us to adopt any firm conclusions as to the wisdom, or 
lack thereof, of the present instances of double and triple tracking. 

With respect to the Board’s authority to furnish operating differential subsidy 
aid to more than one American operator on the same essential trade route, sec- 
tion 605 (c) of the 1936 act, cited in the enclosed report, appears to contemplate 
the possibility of a need therefor and specifies the procedure and findings of the 
Board which are prerequisite to its entry into contracts providing such aid. In 
this connection, it may be noted that as early as August 5, 1938, the former Mari- 
time Commission decided in favor of granting operating differential agreements 
to two American operators on the same trade route (Document No. S—1, copy at- 
tached) and in the appendix to that decision, fully considered the legislative his- 
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tory of section 605 (c) in concluding that their action was authorized. In view 
of the language and legislative history of section 605 (c), we concur in the long- 
standing administrative construction as authorizing the multiple tracking of 
subsidized operators on a trade route wherever the prerequisite procedures and 
findings provide a proper basis therefor. In addition, the Board’s authority was 
recognized by the United States District Court for the District of Columbia in 
the case of American President Lines, Ltd. v. Federal Maritime Board, et al. (112 
F. Supp. 346). 

We trust this information may be of assistance in any consideration by your 
committee of the practice of double and triple tracking. 

Sincerely yours, 
JOSEPH CAMPRELL, 
Comptroller General of the United States. 


UNITED STATES MARITIME COMMISSION 
No. S-1 


AMERICAN SOUTH AFRICAN LINE, INc., SEAS SHipeING CoMPANY, INc.—APPLICA- 
TIONS FOR OPERATING-DIFFERENTIAL SUBSIDY IN THE OPERATION OF VESSELS TO 
SouTH AND Hast AFRICA 


Submitted June 17,1938. Decided August 5, 1938 


Cletus Keating, Roger Siddal, and Luke D. Stapleton for American South 
African Line, Inc. 

Roscoe H. Hupper and Frank V. Barnes for Seas Shipping Company, Inc. 

Arthur L. Winn, Jr., and L. W. Byrne for Port of New York Authority, Samuel 
H. Williams for Philadelphia Chamber of Commerce, Charles B. Roeder for 
Philadelphia Bourse, and John J. Egan for Philadelphia Maritime Exchange, 
interveners. 

REPORT OF THE COMMISSION 

BY THE COMMISSION: 


The case arises upon applications filed by American South African Line, Ince., 
and Seas Shipping Company, Inc. (Robin Line), for operating differential sub- 
sidies under Title VI of the Merchant Marine Act, 1936, both applicants seeking 
subsidies for operations to be performed on one and the same route. Pursuant 
to the provisions of section 605 (c) of the Merchant Marine Act, 1936 (which, 
with amendments, is hereinafter for convenience sometimes referred to as “the 
Act”), we held hearings on the applications at Washington, D. C., April 14 and 
15, 1938, and at New York, N. Y., April 19, 1988. A proposed report was issued, 
exceptions were filed thereto, and oral argument was held. 

In 1919, the United States Shipping Board began experimenting with American- 
flag services in the trade from North Atlantic ports to South Africa. In 1922, 
the American South African Line was established as regular service by the 
U. S. Shipping Board under Government ownership with private operators. In 
1924, the Shipping Board negotiated a conference agreement with the foreign 
lines in the trade for maintenance of rates, and an agrement covering spacing and 
rotation of sailings. The existing conference agreement is based on this agree- 
ment made in 1924.’ Presently, of 48 conference sailings, 12 are apportioned to 
American South African. In 1925, in keeping with its policy of divesting itself 
of Government operation, the U. S. Shipping Board advertised the American 
South African Line for sale. As a result of this advertisement, the American 
South African Line, Inc. acquired the line from the Government, paying $18.10 
per ton for the ships involved, and the purchaser commenced the operation of the 





1U. S. A./South Africa Conference. 

J. B. O'Reilly, Secretary, 26 Beaver Street, New York, New York. 

Covers freight traffic from U. S. Atlantic ports—Portland/Key West Range—to West, 
Southwest, South, and East African ports from Lobito to Mombasa, both inclusive, and to 
the islands of St. Helena, Ascension, Madagascar, Reunion, and Mauritius. 

Am, American South African Line, Inc. 

Br, The Clan Line Steamers, Ltd. 

Ge, Deutsche Dampfschiffahrts Gesselschaft ‘““Hansa’’ (Hansen Line) 

Br, Ellerman & Bucknall Steamship Co., Ltd. 

Br, Houston Line (London Ltd.) 

Br, The Union Castle Mail Steamship Company, Ltd. 

1 American, 5 British, 1 German. 
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line in 1926, which operation, it is stated, has resulted in a profit after deprecia- 
tion and all other charges of $1,006,244.58 for the period from 1926 to March 31, 
1938, or an average profit of $82,142.41 a year. 

In 1928, the Merchant Marine Act of 1928 was passed. Under its provisions 
and in due time, the American South African Line, Inc., was awarded a ten-year 
mail contract, dated October 1, 1928, and ending October 1, 1938, under which 
contract this line received mail pay, which was admitted to be in part an opera- 
tion subsidy, amounting to a trifle less than $300,000 a year. As one of the re- 
quirements of the Government under this contract, the American South African 
Line, Inc., built and put into service a new combination passenger and freight 
vessel, the City of New York, stated to cost $1,917,673.88. This construction cost 
was in part financed by a loan from the United States Shipping Board, the prede- 
cessor of the present U. 8S. Maritime Commission. On this loan there is a balance 
owing of $810,000 which is current as to principal and interest maturities. It was 
stated, without contradiction, in the record that the American South African 
Line, Inc., was prepared, and offered, to build another vessel under the same plan, 
but that the Government authorities preferred, under the then existing cirecum- 
stances, to defer the building of the second vessel. 

In 1932, the American South African Line experienced the effects of the world- 
wide depression in shipping, as in industry generally, but continued to operate, 
and, on April 18, 1935, initiated a nonsubsidized monthly service from New 
Orleans and other Gulf ports to South Africa with the sailing of the S. 8S. Atlantic, 
and on April 1, 1935, extended its subsidized service to East Africa with the 
sailing of the Chincha. 

On June 22, 1935, the Seas Shipping Company, Ine. (Robin Line), the present 
second applicant for an operating-differential government subsidy on this route, 
initiated a new service from New York and other Atlantic coast ports to South 
and East Africa with the sailing of the Robin Adair. It is stated that the effect 
of this new service was to “blanket” the service of the American South African 
Line. 

The twelve annual sailings of the Robin Line have been maintained without 
any governmental aid. As in the case of American South African, the Robin 
Line has maintained its sailings with four vessels. The latter were purchased 
from a private shipbuilder in 1920 and 1921 without governmental aid of loans. 
Approximately the same tonnage is carried by each operator. 

Prior to its entry in the trade, Robin Line applied for admission as a member 
of the conference, with privilege of participation in rate making along with 
other members, and of maintaining twelve sailings per annum, the same number 
as was maintained by the American South African Line. This application was 
denied. Subsequently, the lawfulness of that denial was the subject of a formal 
proceeding before the United States Shipping Bureau of the Department of 
Commerce. In a decision entered August 1, 1936, the action of the conference 
was upheld. Seas Shipping Company v. American South African Line, Inc., et 
al. (1 U. S. 8. B. B. 568). Circumstances relating to the rate war which existed 
during the period June to September 1935, caused in part by Robin Line’s entry 
in the trade, are set forth in the above-mentioned report. 

On July 1, 1937, the rate war was ended and rates were restored to the basis 
existing prior to the rate war. The evidence adduced and before the Commission 
now is to the effect that the Robin Line did not restore its rates to the conference 
level. By way of explanation, the Robin Line says, in its brief, that while it 
made contracts for rates during the rate war and was not in position to raise 
its rates immediately to the conference level, it now offers to meet the conference 
rates if it receives an operating-differential subsidy. 

On February 22, 1937, the American South African Line applied for an oper- 
ating-differential subsidy pursuant to the Commission’s General Order No. 5, 
and as provided by section 402 (a) of the Merchant Marine Act, 1936.2 A second 
application, pursuant to General Order No. 13, was filed on October 25, 1937.* 

On June 17, 1937, a settlement agreement was reached between the Commission 
and the American South African Line of the ocean mail contract held by that 


2 This application neither contained a request for nor made any mention of an exclusive 
operating subsidy. 

? Although this application contained no request for an exclusive operating subsidy, on 
page 18, under sec. 27 (a), a replacement program to consist of three vessels was offered, 
“provided a satisfactory construction and operating differential subsidy contract is ar- 
ranved and no other American-flag line is given a subsidy in the South and East African 
trade.” 
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Line, which was thereupon terminated, and a temporary operating-differential 
subsidy was granted.‘ This temporary subsidy contract recites that it is in 
substitution for the former mail contract, which, had it not been terminated by 
law and the settlement agreement, would have expired by its own terms on 
October 1, 1938. The temporary subsidy contract has been extended and is still 
in effect. It contemplates a long-term subsidy to be granted upon the company 
satisfying the Commission as to an adequate ship replacement plan. Neither 
the former mail contract nor the present temporary subsidy contract provides 
that the subsidy granted should be an exclusive subsidy to the American South 
African Line. The company also requests as operating-differential subsidy for 
its Gulf to Africa line but claims that if operating subsidies are awarded to both 
applicants, American South African will, because of insufficient homeward cargo, 
abandon its Gulf service. 

The American South African Line proposes that it will enter into a 12-year 
subsidy contract on standard form with the following special provisions : 

(1) It will agree to contract for two combination passenger and cargo 
vessels having a 164% knot or superior speed at estimated cost of $3,600,000 
each, within one year and will agree to build a third vessel as soon as finances 
permit. 

(2) $500,000 additional cash will be obtained within 30 days for stock. 
Balance of construction cost (about $400,000) will be received from sales 
of surplus vessels to be obtained by merger with the Argonaut Line, which 
it now controls. 

(3) No subsidy will be paid until full compliance with both (1) and (2) 
above, and in the event of default, subsidy contract may be cancelled retro- 
actively from inception and all subsidy money forfeited (except on S. S. 
City of New York) unless default is caused by failure to secure reasonable 
bids. 

(4) Subsidy contract must contain exclusive franchise clause. 

(5) It will agree to continue experimentation with Gulf service for about 
two and a half years under operating subsidy contract, with provision for 
from seven to twelve sailings per anuum. 

On November 30, 1937, the Robin Line also filed an application for an operat 
ing-differential subsidy on its service from North Atlantic ports to South and 
East Africa. This application did not ask for an exclusive subsidy. Its sched- 
ule provides for 12 monthly sailings per year. This line claims the right to such 
a subsidy under the provisions of the Merchant Marine Act, 1936, in order that 
it may be placed on a parity with its foreign competitors to meet the known 
disadvantage of operating under the American flag. 

The Robin Line proposes that it will enter into a 12-year contract on standard 
form with the following special provisions : 

(1) Robin will enter into firm contracts satisfactory to the Commission 
for the construction of three cargo vessels within one year from the date 
of the contract. The vessels will have a minimum of 15% knots speed or 
such higher speed as the Commission may find to be necessary to maintain 
a monthly sailing schedule. Cost of these vessels is estimated at $2,000,000 
each. 

2) Within 30 days from the date of the contract $500,000 in cash will 
be invested in the Robin Line, the investment to be evidenced by the issu- 
ance of preferred stock in an equivalent amount. In addition, guarantees 
satisfactory to the Commission will be furnished to insure the investment of 
an additional $250,000 in cash within six to nine months if the company 
will not have created a capital reserve fund of $750,000 by that time. 

(3) No subsidy will be paid over to Robin until full compliance with con- 
ditions (1) and (2) above. In the event of noncompliance, the subsidy 
contract may be terminated from its inception and all subsidy monies for- 
feited, unless noncompliance is caused by the failure to secure reasonable 
bids. 

(4) Robin’s corporate structure will be simplified to Commission’s satis- 
faction and about $100,000 of intercompany debt will be eliminated by can- 
cellation or conversion. 

(5) Robin will agree not to cut rates or blanket sailings of South African, 
and may agree to pool homeward cargo. 





The record of negotiations relating to the settlement of the ocean mail contract and 
the award of the temporary operating differential subsidy agreement is silent on the subject 
of any exclusive subsidy in the trade. 
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Except for the City of New York, which is owned by the American South 
African Line, all the vessels owned by each of the applicants are at least 17 years 
old. The mean speed of these vessels is from 10 to 10% knots, with the exception 
of the City of New York, which has a speed of 13% knots. While both appli- 
cants readily admit the imperativeness of an immediate replacement program, 
because of the age of the present tonnage now in operation, they are likewise in 
unanimity that this will not be possible without the aid of substantial construc- 
tion and operating subsidies. 

As has been stated, American South African proposes to build, contingent, 
however, upon its receiving exclusive subsidy, two vessels immediately and a 
third in the near future. The proposed new vessels are to be combination cargo 
and passenger vessels with a capacity for 100 passengers, with more cargo space 
than its vessels now in operation, with refrigerated space, and with twin screw 
Diesel motor propulsion capable of maintaining an average of 16% knots per 
hour. The line contends that the proposed three new ships will be ample to 
maintain the twelve annual sailings now furnished by four ships. No program 
is advanced for the replacement of the vessels of the Argonaut Line now in use 
in the Gulf service, and it seems unlikely that any such program can be con- 
summated even with the maximum governmental assistance authorized by 
the Act. 

The Robin Line, on the other hand, has not progressed as far with actual plans 
as has American South African. It now agrees to build three new cargo vessels 
with a speed of 1614 knots unless a slower speed is approved by the Commis- 
sion. It is not intent of the Robin Line to install passenger accommodations. 

Based upon current American shipbuilding costs, American South African esti- 
mates that the construction of each of its new vessels, which will require an 
expenditure of some $3,650,000 per vessel, of which $700,000 will represent the 
cost of the installation of passenger accommodations and $100,000 for refriger- 
ation equipment. The Robin Line estimates the cost of their new vessels at 
$2,000,000 per unit, assuming a 1514 knot speed. 

Endeavoring to reconcile the differences between the two lines, the Commis- 
sion has heretofore suggested a consolidation or merger of their interests but 
after many conferences it appears that neither a consolidation nor a merger is 
possible of consummation at this time. 

At the present hearings some 18 shippers testified that they used both lines, 
as well as most of the foreign lines, and that in the interest of service they desired 
to see both lines continue in operation. Competition on this route is very keen. 
There is ample outward cargo to support 24 monthly sailings per year from North 
Atlantic ports by the two American-flag lines, and if either of the American-flag 
services (now carrying together about 334 percent of the outward cargo) is dis- 
continued, undoubtedly a large proportion of the tonnage carried by the line that 
withdraws will go to the foreign-flag lines. Both services are found to be com- 
petent and efficient by the shippers who testified. 

The homeward cargo presents a different problem. Most of the foreign lines 
do not make the return woyage, but continue on around the world or in other 
directions, so these two American-flag services get most of the inward cargo. 
However, this is largely bulk cargo, pays much lower rates than the outward 
cargo, and requires larger volume to pay the expenses of transportation. It con- 
sists principally of raw materials, such as skins, sisals, barks, and roots, coffee, 
and ore. A very small amount of the inward cargo goes to the Gulf so the ships 
in the Gulf service of the American South African Line make the return voyage 
to North Atlantic and Canadian ports, making 24 inward voyages for that line 
against 12 for the Robin Line. There is a conflict in the evidence offered as to 
the number of return sailings which the inbound cargo would support. South 
African thinks the cargo will support only 19 paying sailings per year; Robin 
thinks there is enough for 24 sailings. Taking into consideration the upward 
trend of the movement, the evidence appears to support the Robin Line opinion 
and the Commission is of the opinion that this business is likely to increase. 
Both lines agree and the evidence adduced clearly indicates that there is not 
enough homeward cargo for 36 paying voyages. 

There is disagreement between the two lines as to the carrying of passengers, 
but the City of New York, with a passenger capacity of 56, has had her passenger 
space usually filled. South African contends that passenger travel is growing 
and that it will be remunerative to equip new ships which it proposes to build 
to carry 100 passengers each. The faster speed of the new ships will cut down 
the voyage time, offering better competition to the route from New York via 
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London. The class of passengers carried is not likely to be affected by the in- 
creased air travel. 

In its brief and by exceptions to the proposed report, American South African 
has contended that the Commission is without legal authority to grant subsidies 
to both applicants for their several operations on the same trade route. The con- 
tention is based on a general denial that dual or multiple subsidies are author- 
ized by the Merchant Marine Act, 1936, for a route served by an existing sub- 
sidized operator without a finding by the Commission that the existing service 
of such operator is inadequate within the meaning of that word as used in sec- 
tion 605 (c) of the Act. Plenary power to grant dual and multiple subsidies is 
expressly conferred upon the Commission by this very section 605 (c), subject 
only to the limitations therein stated. The language of the section is too clear 
in this regard to require further elaboration. (See extensive analysis of legis- 
lative history attached hereto.) Exercise of the power must rest, of course, in 
the sound discretion of the Commission upon findings of warrantable facts. 

American South African contends, however, that the situation “where there 
is an existing subsidized line and an additional subsidy is sought for another 
line” is legally different from the situation “where there is no subsidized line 
and a subsidy is sought for one of two or more lines in the trade.” The argu- 
ment implies that an operating subsidy contract, as a matter of law, confers 
upon the holder a privileged status to the exclusion of all other citizens. To this 
argument we cannot subscribe. The Act neither by definition nor implication 
invests a subsidy contract with the legal effect of an exclusive franchise although 
under section 605 (c) services created after the passage of the law cannot be 
subsidized so long as the existing service or services are found to be adequate. 
Nor does the presently effective temporary contract by its terms confer any such 
property right upon American South African. A fact that such contract might 
have been entered into “in substitution” of a terminated mail contract, all claims 
in connection with which have been settled, would be immaterial. Therefore, 
the temporary subsidy agreement which American South African now holds, 
neither by operation of law nor by its terms constitutes an exclusive right to a 
subsidy on the route. 

Although not stressed in the briefs, the contention was advanced in oral argu- 
ment by American South African that a decision in this case is controlled by 
the first clause in section 605 (c), which reads as follows: 

“No contract shall be made under this title with respect to a vessel to be oper- 
ated on a service, route, or line served by citizens of the United States which 
would be in addition to the existing service, or services, unless the Commission 
shall determine after proper hearing of all parties that the service already pro- 
vided by vessels of United States registry in such service, route, or line is inade- 
quate, and that in the accomplishment of the purposes and policy of this Act 
additional vessels should be operated thereon * * *” 

This argument is grounded in an assumption that the service for which the 
Robin Line seeks Federal aid is one “which would be in addition to the evisting 
service, or services” already provided by vessels of United States registry. Such 
assumption is contrary to fact. 

It is unnecessary in this case to determine whether the term “existing” speaks 
as of the effective date of the Act or as of some subsequent date when a subsidy 
application might be filed or considered. The service for which the Robin Line 
seeks an operating subsidy has been one continuously existing from a date prior 
to the passage of the Merchant Marine Act, 1936. The contention that the word 
“existing” is to be further impliedly restricted to an existing “subsidized” service 
or services is without merit. 

It is the second clause of section 605 (c) with which we are principally con- 
cerned and as to which the question of adequacy of service has particular appli- 
ation. It reads as follows: 


“and no contract shall be made with respect to a vessel operated or to be oper- 
ated in a service, route, or line served by two or more citizens of the United 
States with vessels of United States registry, if the Commission shall deter- 
mine the effect of such a contract would be to give undue advantage or be 
unduly prejudicial, as between citizens of the United States, in the operation 
of vessels in competitive services, routes, or lines, unless following public hear- 


5It is interesting to note in this connection that neither American South African nor 
any other holder of an ocean mail contract terminated by the Merchant Marine Act, 1936, 
asserted any claim based upon the contention that the termination of the contract by the 
United States constituted the extinguishment of any right of exclusive franchise, 
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ing, due notice of which shall be given to each line serving the route, the Com- 
mission shall find that it is necessary to enter into such contract in order to 
provide adequate service by vessels of United States registry. The Commission, 
in determining for the purposes of this section whether services are competitive, 
shall take into consideration the type, size, and speed of the vessels employed, 
whether passenger or cargo, or combination passenger and cargo, vessels, the 
ports or ranges between which they run, the character of cargo carried, and 
such other facts as it may deem proper.” 

American South African contends that its service on the route must be found 
to be inadequate and unsatisfactory before additional subsidized operations may 
be permitted in the trade. In support of such contention this applicant lays 
down the test as being whether it is doing its “fair share’ in the trade. It 
says, “The only question here is: Has the American South African Line, Inc., 
been an earnest, competent, and energetic operator * * * or has the time come 
when this operator has become laggard, and the Government’s support should be 
shifted to another?” 

An analysis of the testimony given by shippers and witnesses for the appli- 
eants discloses a steady increase of business with South and East Africa. Both 
the Robin Line and American South African report capacity outbound sailings. 
American South African has had sufficient faith in trade developments to es- 
tablish a new unsubsidized service from the Gulf. The applicants have esti- 
mated that they now carry between them approximately 3314% of the outward 
cargo offerings. Whereas American South African, before the entrance of the 
Robin Line into the trade, had 12 of 48 conference sailings and carried suffi- 
cient cargo to realize a reasonable return on its investment,® the fact that the 
Robin Line now also maintains 12 sailings in addition to the conference sail- 
ings reveals beyond doubt the growth of the South and East African export 
trade. To state the matter another way, in the past few years cargo offerings 
have increased to the extent of 12 additional sailings. This may be accounted 
for by the rapid increase in population and the advancement of the standard of 
living conditions in South and East Africa. 

A different situation prevails with respect to the inward cargo from South 
and East Africa to North Atlantie ports. Not nearly as much cargo, nor cargo 
paying as high a freight rate as that outward from the United States, is offered 
for the return voyage. However, the foreign lines do not return directly to 
the North Atlantic. Their service may be described as “one way” since it is 
their custom to continue on to Far Eastern and European ports. Hence, virtu- 
ally all the inward cargo is carried in American vessels. There was disagree- 
ment between the two applicants as to the present and prospective amount of 
homeward cargo. The American South African Line contends that in the light 
of its experience of 12 years duration, the homeward offerings do not justify 
in excess of 19 annual sailings. On the other hand, the Robin Line is confident 
that inward cargo is sufficient to support 24 sailings. American South African 
did not offer any evidence to show that cargo offerings from New York were 
now insufficient nor would in the future be insufficient, to support 24 sailings 
from New York. It confined itself in attempting to show that the offerings 
of inward cargo will not be sufficient to maintain more than 19 sailings. The 
Robin Line bases its estimate on the fact that the complete round trip will 
be a compensatory undertaking. American South African, on the other hand, 
apparently endeavored to justify a necessity for a profit on each the outward 
and the homeward voyage. Often services do not show commensurate returns 
for each portion of the round voyage, and it is not improper to consider the 
round voyage in its entirety as a standard for the needs of the service. From 
all the evidence, it is believed that the profit on 24 outward voyages will be 
sufficient for both applicants to realize a profit, even after the homeward leg of 
the voyage is taken into consideration. 

American South African. however, further contends that before a subsidy 
should be granted to the Robin Line there should be supporting evidence to 
show that there will be sufficient inward cargo offerings to support 36 sailings. 
This untenable contention takes into consideration the homeward voyages of 
their Gulf service. In the matter of these applications, the North Atlantic 


*“Our operations have heen successful from the start. For the extended period of 
twelve years and three months we have had an overall profit of $1,006.244.58 or a average 
profit per annum of $82,142.41.” (Testimony of James A. Farrell, Jr., President of the 
American South African Line, Inc.—Hearings before the Maritime Commission, April 14. 
1938, page 145.) 
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service and the Gulf service need not be treated as inseparable. Moreover, the 
Gulf service is admittedly experimental in nature and it seems extremely doubt- 
ful whether the service can ever be made to pay. Thus, 24 homeward sailings 
and not 36 may be the test. 

If opportunity for Federal financial aid were denied to the Robin Line, within 
but a few years when its vessels (which are now 18 and 19 years old) will 
have reached the end of their economic life, the cargo carried by them would 
probably be transported either in ships chartered by them (possibly under a 
foreign flag), or would find its way to foreign-flag vessels. Neither applicant 
proposes, nor has either applicant the financial resources, to build sufficient 
vessels to maintain 24 outward sailings, which, without any consideration of 
future trade development, present cargo offerings now demand. The Robin 
Line did not necessarily take its present business away from the conference 
lines. Its carryings may have been and, to a large extent, probably were, devel- 
oped through its own initiative. It has absorbed the increased amount of 
exports. This increase in business was accomplished in the face of bitter com- 
petition. The Robin Line has now firmly established itself in the trade. Failure 
to make it possible for it to continue its services would be, in effect, to turn 
this newly developed American commerce over to foreign lines. The Commission 
should be loath to take action which would result in this trade, now firmly 
entrenched with an American company, being taken away from the American 
merchant marine. Thus, an exclusive subsidy to American South African as 
requested by that line would result in direct benefit to foreign-flag operators to 
the detriment of the interests of the American merchant marine. 

Pursuant to the provisions of section 211(a) of the Merchant Marine Act, 
1936, the Commission has heretofore determined that the route from North 
Atlantic ports to ports in South and East Africa is an essential trade route of 
foreign commerce of the United States. Such determination is hereby reaffirmed. 
Service of the American South African Line, Inc., on this route is not adequate 
within the purview of section 605 (c) of the Merchant Marine Act, 1936, and 
that line alone cannot provide adequate service on the route by vessels of United 
States registry. Neither of the applicants here is able alone to provide adequate 
service by such vessels on this trade route. 

We find and determine from the records and evidence in this proceeding that 
each applicant is eligible and should receive an operating-differential subsidy, 
upon compliance with the terms and conditions of the Act and the requirements 
of the Commission. 

In reaching this determination, we are not unmindful of the difficulties and 
problems presented by the existence of two subsidized services in the same trade 
route. For this reason we have concluded that the contracts to be awarded 
to the applicants should be for an experimental, short-term duration, during 
which period the applicants, in cooperation with the Commission, should exert 
every effort to eliminate or solve those difficulties and problems. Specifically, 
we believe that efforts to effect a merger or consolidation of these companies 
should be continued; that, failing such a solution, satisfactory arrangements 
should be worked out covering sailing dates, rates, and pooling of homebound 
cargo, so as to eliminate, as far as possible, competition between the two Amer- 
ican companies, and to enable both American companies to cooperate in com- 
peting against the foreign lines now carrying the bulk of the commerce in this 
trade; that, before either operator receives a long-term subsidy, it should actually 
complete plans and specifications for replacements, secure bids thereon, and 
prove its willingness to proceed in accordance therewith; and that, during the 
experimental dual subsidy period hereinafter provided for, each of the applicants 
should have the right to apply to reopen this proceeding for the purpose of 
introducing additional evidence, either in support of or in opposition to, the 
continuation of an operating subsidy to the other company. The period of 
the short term contracts will also provide an opportunity to reach a final determi- 
nation regarding the continuation of the Gulf-South African route. 

In order to carry the foregoing principles into effect, we have determined as 
follows: 

“(1) The application of the American South African Line, Inc., should be, 
and hereby is, denied to the extent that it requests an exclusive subsidy. 

“(2) Subject to the foregoing, and subject further to compliance with all the 
applicable provisions of Title VI of the Merchant Marine Act of 1936, as amended, 
and the requirements of the Commission thereunder, the applications of the Seas 
Shipping Company, Inc., and the American South African Line, Inc., for operating- 
differential agreements will be granted on the following terms and conditions: 
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“(a) The agreements shall be for a period of six months, with provision for 
automatic extension for 12 years, at the option of the Commission, upon com- 
pliance with all the conditions of said agreements. 

“(b) During said six-month period both companies will be required to exert 
every reasonable effort to work out or effect a satisfactory consolidation, merger, 
or other agreement for joint operation over this trade route. 

“(c) The subsidy agreements will require proper spacing of sailings, mainte- 
nance of uniform freight rates, and pooling of homeward cargoes by both oper- 
ators, all on a basis satisfactory to the Commission. 

“(d) The agreement with the Seas Shipping Company, Inc., will require that 
company to complete, within the period of contract, all necessary plans and speci- 
fications for the construction of three cargo vessels of a type and speed satisfac- 
tory to the Commission; to advertise for firm bids for the construction of said 
vessels; to make binding arrangements satisfactory to the Commission for the 
investment of at least $500,000 in cash in that company, subject to the extension 
of the agreement for 12 years, the investment to be evidenced by preferred stock 
or other security satisfactory to the Commission; to make arrangements satisfac- 
tory to the Commission for securing satisfactory guarantees to insure the invest- 
ment of an additional $250,000 in cash, if, as, and when required to complete 
the construction program; to simplify its corporate structure in a manner satis- 
factory to the Commission; and to cancel at least $100,000 of inter-company 
debt. 

“(e) The contract with the American South African Line, Inc., shall cover both 
the Gulf and Atlantic coast routes, and shall provide that during the period of the 
contract the company will complete all necessary plans and specifications for two 
combination passenger and cargo vessels of a type and speed satisfactory to the 
Commission; to advertise for and obtain firm bids for the construction of said 
two vessels; to make arrangements satisfactory to the Commission for the in- 
vestment of at least $500,000 additional cash in the company, such investment to 
be made automatically upon the extension of the agreement for 12 years for the 
North Atlantic route. This agreement shall be accepted by the Commission as 
compliance with the condition of the second article of the temporary subsidy 
agreement now in effect. 

“(f) Both agreements shall provide that no subsidy monies shall be paid there- 
under, except upon full compliance with the above-mentioned provisions of the 
contracts, and that, in the event of a default in any of the above provisions, the 
contracts shall be rescinded and all subsidy monies accruing thereunder (except 
for an amount equal to sums actually expended in the development of the plans 
and specifications above referred to) shall be forfeited, except that in the case of 
the American South African Line, Inc., the subsidy shall be paid on the City of 
New York, unless the default is found by the Commission to be willful. 

““(qg) Both agreements shall provide that, at the option of the Commission, the 
same may be extended for 12 years, upon terms and conditions satisfactory to the 
Commission with respect to each operator, provided, in each case, that the oper- 
ator enters into firm contracts for the purchase and construction of the vessels 
above referred to.” 

The Commission reserves the right, upon application of either party or upon 
its own motion, to reopen this proceeding at any time during the said six-month 
period, to receive evidence covering any pertinent matter regarding the desir- 
ability or necessity of subsidizing both services on a permanent basis, and to 
make such other or final disposition as the Commission may deem just and 
proper. The degree of compliance by each applicant with the foregoing condi- 
tions will be considered in such event. If a final determination adverse to the con- 
tinuation of dual subsidies beyond the six-months’ period is reached, both the 
Commission and the operator whose subsidy is to be terminated shall be under 
no further obligation to comply with these terms of the temporary agreement 
which relate to new construction, but such operator shall not be deprived by 
reason of such determination of any subsidy accruing under the temporary con- 
tract. An order of the Commission is accordingly entered herewith. 


APPENDIX 
LEGISLATIVE HISTORY OF SECTION 605 (c) 
If there were any doubt as to the legislative intent expressed in the language 


of section 605 (c) it would be removed by an examination of the legislative his- 
tory of the section. 
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The Merchant Marine Bill, H. R. 8555, introduced by Congressman Bland, 
which passed the House in 1935, did not contain the clarifying language of section 
605 (c), “which would be in addition to the existing service, or services.” S. 3500, 
the Copeland Bill, which was introduced in the Senate February 27, 1936, was 
identical with the companion bill H. R. 8555 in respect to the corresponding sub- 
section of the latter bill under discussion with the exception that the language, 
“which would be in addition to the existing service,” was added. The Guffy Bill, 
S. 4110, introduced February 27, 1936, enunciated a single subsidy policy. S. 4110, 
however, was never reported out of committee. This restriction was deleted when 
the Guffy-Copeland compromise was drafted. The compromise was in the form 
of an amendment to H. R. 8555; it was introduced in the Senate May 18, 1936, 
and ultimately became the Merchant Marine Act, 1936. As a substitute for the 
single subsidy policy of the Guffy bill, the compromise included section 536 (a) of 
S. 3500, which is identical with section 605 (c) of the 1936 Act as presently worded, 
except for the addition of the words “or services” and the changing of the word 
‘‘Authority” to “Commission.” Section 536(a) of S. 3500 had its origin in H. R. 
7521, 74th Congress, a bill which preceded H. R. 8555. Committee Print No. 2 of 
that bill provided : 

“Sec. (b). No such contract shall be made with respect to a vessel to be 
operated on a service, route, or line, served by citizens of the United States, unless 
the authority shall determine that the service already provided upon such route or 
line is inadequate and that in the public interest additional vessels should be oper- 
ated thereon.” 

At the time the Senate Commerce Committee had S. 2582 under consideration 
(the companion bill of H. R. 7521), which had been introduced by Senator Cope- 
land, Mr. Ira Campbell, representing the American Steamship Owners Association, 
appeared before the Senate Committee and submitted a redraft of the bill which 
substituted section 508 in place of former section 506 (b). Section 508 was of the 
following tenor : 

“Sec. 508. No contract shall be made with respect to a vessel to be operated on 
a service, route or line, served by citizens of the United States, unless the Author- 
ity shall determine, after proper hearing of all parties concerned, that the service 
already provided upon such route or line is inadequate, and that in the accom- 
plishment of the purpose of this Act additional vessels should be operated thereon.” 

In explanation of the redrafted section, the following is taken from the Hear- 
ings (Hearings on S. 2582, 74th Cong., Ist Sess., page 512) : 

“The CHAIRMAN. That provides for a certificate of necessity, so to speak, 
does it not?” 

“Mr. CAMPBELL. If the service is inadequate, then the new contract should be 
made. If additional vessels should be operated to accomplish the purposes of 
this whole act, the permission should be given. It does not make much difference 
whether you state it in this form or in some other form, so long as you adhere to 
the principle.” 

On the same day, May 7, 1935, Mr. Frank B. Barns, representing Mr. Arthur 
R. Lewis, founder of the Robin Line, also appeared before the Senate Commit- 
tee. In his statement he said that he was of the impression that the future of the 
Robin Line would be conjectural if the bill, as written, were adopted. He called 
attention to the fact that Mr. Lewis’ company was inaugurating a service from 
New York to South and East Africa. Mr. Barns, in his interesting colloquy with 
Senator Copeland, forcefully appealed to the Committee for Commission author- 
ity in the matter of the granting of dual subsidies. The following discussion ap- 
pears in the Hearings (Hearings on S. 2582, 74th Cong., 1st Sess., pages 546, 7, 8) : 

“The CHAIRMAN. Your question is whether or not you would profit by the 
bill?” 

“Mr. Barns. The question is whether the Marine Authority would be obliged 
to consider our application for aid in operating assistance.” 

“The CHAIRMAN. I do not think there would be any distinction. Any citizen 
of the United States has a right to apply both for a construction Loan and for a 
subsidy.” * * * 

“The CHAIRMAN. I think the complete answer to your question is this: If you 
are to establish a new line and new service to a port already served by an Ameri- 
can line, you would in effect have to have a certificate of convenience and neces- 
sity. You know whatI mean. If you were establishing a service not now served 
by American ships, there would not be any question about your right to a differ- 
ential, and you would not, as a matter of fact, under the bill as written, with the 
approval of the Authority, establish a tentative line.” 
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“Mr. Barns. I think it helps one having vessels of the type which I have 
mentioned, feeling that with this act he can go to the Authority and get not only 
assistance for any reconditioning that may be necessary, but can get the benefit 
of the operating help which will put him on a parity with the foreign vessels that 
are operating to those same ports. That is what I felt especially concerned 
about—being able to get the operating subsidies so that we may operate to those 
ports in competition with the foreign ships.” 

“The CHAIRMAN. Of course, you would have to run the gauntlet of the Author- 
ity. They would pass upon the wisdom or the unwisdom of establishing a new 
service to ports already served by American vessels. But if you succeeded in 
convincing them, then it would be entirely acceptable.” 

“Mr. Barns. That is the only thing that is questionable—whether or not the 
bill as drawn now places one in a position of having to obtain a certificate of 
necessity, so to speak. As long as there are foreign companies operating ves- 
sels——”’ 

“The CHAIRMAN. Are you speaking for foreign companies?” 

“Mr. Barns. I say, there are foreign companies that art operating between 
New York and Africa today in competition with American companies that are 
operating. There will still be, with our going into the field, these foreign com- 
panies operating ; and as long as there is a foreigner able to do business there, it 
seems to me assistance should be given to any American citizen who is willing 
to go in.” 

“The CHAIRMAN. I think the language of the bill is to the effect of whether 
that service is adequately covered. That would be for the Authority to deter- 
mine.” 

“Mr. BaRNs. Well, it would be pretty narrow construction to say that it was 
adequately covered by an American shipowner as long as there is a foreigner 
earrying goods there to any extent.” 

Mr. McAuliffe, President of the Isthmian Steamship Lines, filed a brief with the 
Senate Committee also urging Commission authority to grant dual subsidies, the 
brief reading as follows (Hearings on 8S. 2582, 74th Cong., Ist Sess., page 564) : 

“TI have only one question to place before your committee, and that is whether 
the financial aid provided by this legislation is to be used to place American ves- 
sels upon a competitive basis with foreign vessels or whether it is to be used to 
enable one favored American operator in each trade route to obtain all the aid and 
force his American competitors out of business. The former will build up the 
American Merchant Marine while the latter would promote a monopoly in the 
hands of a few at the expense of the Government, and would eventually destroy 
our merchant marine through inefficiency and decay. 

“The bill very properly makes the aid available to every citizen of the United 
States, and, on the face of it, that would seem to answer the question. Yet there 
seems to be an impression or understanding with many that, in the adminstration 
of the act, preference would be given to one operator in each route or service, and 
that no American competitor would share in the aid until the preferred operator 
had received all the aid he desired, and refused the contract for any additional 
vessel or vessels which the Authority might determine should be operated in that 
route or service. Thus, only in the event that the preferred operator refused aid, 
could another American operator obtain aid. Of course, the understanding is that 
the preferred operators would be those who are now enjoying mail contracts. 
Tihs impression or understanding may be right or wrong; but, to avoid any pos- 
sibility of the act being so administered, and to relieve the Authority of the im- 
portunities which would certainly be addressed to it for such administration, we 
urge that the wishes of Congress on this question be expressed clearly in the act.” 

This brief was accompanied by a proposed amendment, the effect of which would 
be tha where two or more applicants requested financial aid in a particular service, 
no financial aid should be granted to one applicant which would grant an advan- 
tage or preference in favor of oen over the other, and that if there were two 
competing lines and they had justified their existence over a number of years, they 
should be equitably treated in the apportionment of governmental assistance. 
Mr. AcAuliffe also appeared before the Merchant Marine and Fisheries Com- 
mittee and filed the same amendment. 

On March 9, 1936, Mr. Barns again appeared before the Seante Committee and 
urged that the clarifying words “or services” be inserted in the first sentence of 
subsection 605 (c) following the words “which would be in addition to the existing 
service.” Hearings on 8S. 3500, 74th Cong., 2d Sess., pages 183, 4, 5. However, 
H. R. 8555 with the Senate amendments, when presented to the Senate, did not 
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contain the suggested wording. When the bill (H. R. 8555) was under considera- 
tion an amendment offered by Senater O’Mahoney incorporated this language into 
the bill and it ultimately became part of the 1936 Act. The following is taken 
from the Congressional Record of July 19, 1936 (80 Cong. Record, page 10076) : 
“Mr. O’Mahoney: Mr. President, I desire to offer an additional amendment, if 
I may have the attention of the senior Senator from New York. On page 52, line 
6, I move to insert, after the word “service,” the words, “or services.” That is 
merely a clarifying amendment, designed to eliminate the possibility that the use 
of the word “service” in the singular might operate to prevent carrying out the 


remainder of the section. Will the Senator from New York accept that amend- 
ment?” 


“Mr. Copeland: I have no objection to the amendment.” 


“Mr. President pro tempore: The question is on agreeing to the amendment 


offered by the Senator from Wyoming, (Mr. O’Mahoney) to the amendment in 
the nature of a substitute.” 


The amendment to the amendment was agreed to. 

Mr. Barns, in his testimony of March 9, 1936, also stated that the Robin Line 
was encountering difficulty in establishing its services because of the competitive 
situation with the conference operating in the South and East African trade. 
This gave rise to another amendment also offered by Senator O’Mahoney, which 
was adopted, and subsequently became section 810 of the Act. 


ORDER 


At a Session of the United States Maritime Commission, held in its office in 
Washington, D. C., on the 5th day of August A. D. 1938. 


No. S-1 


AMERICAN SOUTH AFRICAN LINE, INC., SEAS SHIPPING COMPANY, INC.—APPLICA- 
TIONS FOR OPERATING-DIFFERENTIAL SUBSIDY IN THE OPERATION OF VESSELS TO 
SOUTH AND EAST AFRICA 


A hearing having been held and full investigation of the matters and things 
involved having been had; the Commission, on the date hereof, having made 
and entered of record a report stating its conclusions and decision thereon, which 
report is hereby referred to and made a part thereof; 

It is ordered, That the application of the American South African Line, Ine., 
to the extent that it requests that it be granted an exclusive subsidy on the trade 
route from Atlantic coast ports to South and East Africa be, and the same hereby 
is, denied. 

It is further ordered, That, subject to compliance with all of the applicable 
provisions of Title VI of the Merchant Marine Act, 1936, as amended, and subject 
to all of the terms and conditions as contained in the aforesaid report, the appli- 
cations of the American South African Line, Inec., and the Seas Shipping Co., 
Inc., for operating-differential subsidy agreements be, and the same are, hereby 
granted. 

By the Commission. 

[ SEAL | (Sgd.) Rutrn GREENE, 

Assistant Secretary. 


REPORT ON STUDY OF THE EFFECT OF DOUBLE AND TRIPLE TRACKING OF VESSEL 
OPERATORS AUTHORIZED OPERATING-DIFFERENTIAL 


SUBSIDY BY THE FEDERAL 
MARITIME BoaRD 


INTRODUCTION 


During hearings on May 18, 1955, before the House Committee on Merchant 
Marine and Fisheries on the vessel replacement problems of the maritime in- 
dustry, the chairman of the committee expressed concern over the number 
of individual subsidized operators serving on the same trade route. The chair- 
man requested the General Accounting Office to furnish its views on the effect 
of double and triple tracking on a trade route. 

More particularly the chairman asked the following questions: 

1. Has double and triple tracking affected the 
operator? 
2. Has it placed an extra burden upon the Treasury when giving considera- 
tion to the limited benefits derived therefrom? 
74646—56——_3 
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3. What has the cost of the Government in operating-differential subsidy 
payments been? 

4. Have the added expenditures been justified by the alleged increase in 
carryings by the American-flag services? 

5. How has it affected the recapture position of the original subsidized 
company ? 

6. Does it minimize, and if so, to what extent, the earning power of the 
competing subsidized lines? 

7. Has it virtually eliminated possible earnings to the extent of placing 
the lines in a nonrecapture position ? 

8. Does it not actually tend to eliminate entirely the Government’s op- 
portunity to recapture a portion of their actual subsidy payments? 

9. Does the issuance of double and triple tracking subsidy contracts tend 
to diminish the opportunity of the original subsidized contractors to ac- 
cumulate funds with which to replace their subsidized fleets, in accordance 
with the requirements of the 1936 Shipping Act? 

The answers to these questions must be on the basis of numerous assumptions 
and speculations as to what would have been the situation if only 1 sub- 
sidized operator had served a particular trade route rather than the 2 or 3 
subsidized operators who actually served it. In this evaluation, knowledge of 
the number of foreign-flag operators vying for the trade on a given route is 
pertinent. Enclosed for your convenience is a copy’* of Essential United States 
Foreign Trade Routes published by the Maritime Administration in February 
1955, which lists the foreign-flag and United States-flag operators on each trade 
route and identifies the latter operators who are subsidized. It will be noted 
that in the case of trade route 29 (with 3 subsidized operators plus subsidiza- 
tion of inbound voyages for a fourth operator) there is a total of 10 American 
and 18 foreign-flag operators on that route. 

yenerally the questions might be summarized as to what effect double and 
triple tracking on a trade route has had on cargo carryings, recapture, the United 
States Treasury, and the vessel replacement programs. 


SCOPE OF STUDY 


We obtained certain statistical information applicable to all subsidized opera- 
tors involved in double and triple tracking on a trade route. However, since we 
felt that general findings applicable to one double-tracking operator should be 
applicable to all double- and triple-tracking operators, we prepared detail analyses 
of one case involving double tracking on a trade route. 


LEGISLATIVE AUTHORITY 


By section 601 (a) of the Merchant Marine Act, 1936, as amended, the United 
States Maritime Commission (now Federal Maritime Board) is authorized and 
directed to consider the application of any citizen of the United States for finan- 
cial aid (operating-differential subsidy) in the operation of a vessel or vessels, 
in an essential service in the foreign commerce of the United States. This sec- 
tion provides that no application shall be approved by the Commission unless it 
determines that: 

1. The operation of such vessel or vessels in such service, route, or line is 
required to meet foreign-flag competition and to promote the foreign com- 
merce of the United States, and that such vessel or vessels were built in the 
United States, or have been documented under the laws of the United States 
not later than February 1, 1928, or actually ordered and under construction 
for the account of citizens of the United States prior to such date. 

2. The applicant owns, or can and will build or purchase, a vessel or vessels 
of the size, type, speed, and number, and with the proper equipment required 
to enable him to operate and maintain the service, route, or line, in such 
manner as may be necessary to meet competitive conditions, and to promote 
foreign commerce. 

3. The applicant possesses the ability, experience, financial resources, and 
other qualifications necessary to enable him to conduct the proposed opera- 
tions of the vessel or vessels as to meet competitive conditions and promote 
foreign commerce. 

4. The granting of the aid applied for is necessary to place the proposed 
operations of the vessel or vessels on a parity with those of foreign com- 








1 Copy included only with original of this report. 
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petitors, and is reasonably calculated to carry out effectively the purposes 
and policy of this act. 

Section 605 (c) of the act is regarded as the authority for Maritime to enter 
into operating-differential subsidy contracts with more than one operator on an 
essential service in the foreign commerce of the United States. Section 605 (c) 
reads as follows: 

“No contract shall be made under this title with respect to a vessel to be oper- 
ated on a service, route, or line served by citizens of the United States which 
would be in addition to the existing service, or services, unless the Commission 
shall determine after proper hearing of all parties that the service already pro- 
vided by vessels of United States registry in such service, route, or line is inade- 
quate, and that in the accomplishment of the purposes and policy of this act 
additional vessels should be operated thereon; and no contract shall be made 
with respect to a vessel operated or to be operated in a service, route, or line 
served by two or more citizens of the United States with vessels of United States 
registry, if the Commission shall determine the effect of such a contract would 
be to give undue advantage or be unduly prejudicial, as between citizens of the 
United States, in the operation of vessels in competitive services, routes, or lines, 
unless following public hearing, due notice of which shall be given to each line 
serving the route, the Commission shall find that it is necessary to enter into 
such contract in order to provide adequate service by vessels of United States 
registry. The Commission, in determining for the purposes of this section whether 
services are competitive, shall take into consideration the type, size, and speed 
of the vessels employed, whether passenger or cargo, or combination passenger 
and cargo, vessels, the ports or ranges between which they run, the character of 
argo carried, and such other facts as it may deem proper.” 

Various appropriation committees have considered the question of a monopoly 
by certain subsidized operators. 

For example, Public Law 137, 82d Congress, making fiscal year 1952 appro- 
priations for Maritime activitives, provided as follows: 

“Provided further, That no part of the foregoing appropriation shall be avail- 
able for obligation, nor any obligation made, for the payment of an operating: 
differential subsidy for any number of voyages, during the current fiscal year, in 
excess of 1,522, of which 307 voyages shall be for vessels owned by companies or 
individuals who, on July 1, 1951, had no operating differential subsidy contract 
with the Federal Maritime Board, and which number shall include the number of 
voyages under contracts hereafter awarded.” 

Subsequent fiscal-year appropriations have contained similar reservations of 
voyages for the purpose of granting subsidy aid to additional operators. 

In House Report 753, 82d Congress, Ist session, the committee of conference 
in reporting on the appropriations for the fiscal year ending June 30, 1952, made 
the following statement : 

“* * * the number of voyages of the companies who enjoy and have enjoyed 
the benefits of subsidized operating-differential subsidy contracts since the in- 
ception of the law in 1987, be reduced so that other companies or individuals 
who have not enjoyed these benefits be permitted to do so. * * * The conferees 
are of the opinion that it is grossly unfair for a monopoly to exist between 13 or 
14 companies in this field and that the monopoly should be broken.” 

The Honorable Prince H. Preston, Jr., chairman of the subcommittee of the 
Committee on Appropriations, House of Representatives, in hearings on Mari- 
time’s 1956 appropriation request, held the following discussion : 

“Mr. Morse. There is quite a variation in the figures of the different operators 
actually and in their operating costs. Furthermore, it gets down to the question : 
Are we going to adopt as a policy the ‘chosen instrument’ policy, or are we going 
to protect all American citizens provided they qualify under the act? 

“Mr. Preston. When you start injecting that broad philosophy, you are get- 
ting away from the target purpose of this law. The law was not passed to pro- 
tect all the shipping people of this country, but rather it was designed, as we 
all know, and without reiterating, to maintain a nucleus of a merchant marine, 
not for the benefit of the owner of the ship line, but in the event of an emergency. 
Is that a correct statement?” 

“Mr. Morse. That is substantially correct from my understanding, but it is 
not the entire thing. 

“Mr. Preston. That is it broadly. I am quite surprised to think the philosophy 
of the Board would contemplate the protection of American shippers, because I 
do not think it was ever intended the law should protect any shipper in this 
country.” 
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The former Maritime Commission was aware of possible problems in subsidizing 
more than one operator on a trade route. In its decision of August 5, 1938, in- 
volving the first case of double tracking by American South African Line, Inc. 
(now Farrell Lines, Inc.), and Seas Shipping Co., Inc., on trade route No. 15A, 
the Commission stated as follows: 

“In reaching this determination, we are not unmindful of the difficulties and 
problems presented by the existence of two subsidized services in the same trade 
route. For this reason we have concluded that the contracts to be awarded to 
the applicants should be for an experimental, short-term duration, during which 
period the applicants, in cooperation with the Commission, should exert every 
effort to eliminate or solve those difficulties and problems. Specifically, we be- 
lieve that efforts to effect a merger or consolidation of these companies should 
be continued ; that, failing such a solution, satisfactory arrangements should be 
worked out covering sailing dates, rates, and pooling of homebound cargo, so as 
to eliminate, as far as possible, competition between the two American companies, 
and to enable both American companies to cooperate in competing against the 
foreign lines now carrying the bulk of the commerce in this trade.” 

The two subsidized operators were able to compete effectively against the 
foreign lines in the trade. Whereas they were carrying about 33 percent of the 


total outbound commercial cargo at the time of the Commission’s decision they 
were carrying about 77 percent in 1954. 


GENERAL 


Section 211 of the Merchant Marine Act, 1936, as amended, requires the United 
States Maritime Commission (now Maritime Administration) to determine what 
ocean services, routes, and lines are or may be essential for the promotion, de- 


velopment, expansion, and maintenance of the foreign commerce of the United 
States. 


In May 1946 the former Maritime Commission declared 33 United States 
foreign trade routes to be essential. Although the present Maritime Administra- 
tion has continued to review these trade routes, there have been no significant 
changes in their descriptions. The changes of more significance which have been 
made since 1946 are those dealing with matters of desirable vessel characteristics 
and frequency of sailings on the trade routes. Many of the trade routes, while 
leaving from different United States areas, partially double track each other in 
that they call at substantially the same foreign ports to load and unload cargo. 
Although some trade routes partially double track each other, for purposes of 
this study we have not considered two subsidized operators as double tracking 
unless they serve substantially the same ports on the trade route. 


The following table shows the trade routes on which subsidized operators carry 
on double- and triple-tracking operations. 


| lr . 
Trade j Effective dates of contracts 
ade | eeerintion of route . . 
sonte | Descrip of rout Subsidized operators aaaeei er 
( 
| 


romto) 


No. Temporary Long range | Resumption 


| United States Atlan- | Farrell Lines, Inc June 30, 1937 Apr. 23, 1940 
| tic/South and East | Sept. 30, 1938. 
Africa and Mada- | Seas Shipping Co., Inc.| None | Oct, 14, 1938 


raASsea}r 
LSi 


1, 1847 


Do. 


ed States gulf Bloomfield Steamship do Jan. 1, 1954 | None. 
1 Kingdom, | Co. 
Baltic, | Lykes Bros. Steam- | June 29, 1937 Dec. 31, 1937 Jan. 1, 1947. 
| ship Co., Ine. 
Moore-McCormack | None | May 8, 1940 | Do. 
Lines, Ine. | | 
Pacific Argentine Bra- | June 18, 1937 | Jan. 3, 1939- | None. 
zil Line, Inc.! Feb. 10, 1940. | 
American President | Jan. 25, 1938 Jan. 26, 1949- | Jan. 1, 
Lines, Ltd., (for- Sept. 30, 1938.| Oct. 1, 1938. 
merly Dollar Steam- 
ship Lines, Inc., 
Ltd.). 
Pacific Far East Line, Jan. 1, 1953 None. 
Inc. 
| Pacifie Transport ae, Do. 
| Lines, Ine. | 
' ! ' 





1 Pacific Argentine Brazile Line held a long-range contract until Feb. 10, 1940, when, because of failure to 
agree with ship replacement requirements, their contract was canceled. The contract was put up for bid 
and Moors-McCormack got it on May 8, 1940. Pacific Argentine Brazil Line subsequently bought ships 
and qualified for another contract on Jan, 26, 1949, 
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There are many factors which make somewhat arbitrary the determination 
of the effects of double tracking on the original subsidized operator, on the 
United States Treasury, and on the vessel replacement programs. Some of the 
more apparent factors are: 

1. In some instancse the so-called original subsidized operator was not the 
first subsidized operator on the trade route. For example, Farrell Lines held a 
temporary subsidy contract from June 30, 1937, to September 30, 1938, at which 
time the contract was terminated. Seas Shipping Co. obtained a long-range 
subsidy contract on October 14, 1938, and Farrell Lines did not obtain its long- 
range contract until April 23, 1940. For purposs of our study we have called 
Seas Shipping Co. the original subsidized operator. 

2. If the assumption is made that the second subsidized operator on a trade 
route is to have his contract terminated, it does not necessarily follow that the 
original subsidized operator will get all the business of the second subsidized 
operator. If the second subsidized operator cannot continue in the trade as an 
unsubsidized American operator, it is probable that the foreign-flag operators 
on the route will get a part of his carryings. There is also the possibility that 
the second subsidized operator might continue his same operation as a foreign- 
flag operator. For example, New York and Cuba Mail Steamship Co. gave up 
its subsidy contract on trade route No. 3 effective December 31, 1953. We have 
been informed that it is chartering foreign-flag vessels and continues to service 
the trade route. j 

3. Some of the double tracking subsidized operators are subsidized on other 
trade routes. If these operators were eliminated as subsidized operators from 
the trade route on which they are double tracking, a part of the overhead costs 
formerly apportioned to that trade route would have to be absorbed by its remain- 
ing subsidized operations. For example, Farrell Lines is subsidized on trade 
route No. 15A along with Seas Shipping Co. and also is subsidized on trade route 
No. 14. 

4. While one subsidized operator might be able to handle the cargo on a par- 
ticular trade route at a lower overhead cost than what the overhead cost would 
be for two subsidized operators to handle the same cargo, it is a matter of 
speculation as to what the exact difference would be. 

5. It is practically impossible to determine what effect the elimination of 
double tracking would have on the taxes of the remaining subsidized operator 
because of the tax benefits afforded by the act. Also, there is the possibility 
that if one subsidized operator withdrew from a trade route, the remaining 
subsidized operator would not employ as many seamen as the two operators 
formerly employed. This conceivably could result in the loss of income tax on 
seamen’s wages to the Government. 

6. The original subsidized operator might not be willing, even if able, to agree 
to a vessel replacement program which would be as large as the combined vessel 
replacement program of the subsidized operators on the trade route. 

Each of the above-cited factors in some measure are affected by the other 
factors. 

In the following pages we have attempted to show what the effect of double 
tracking might have been on cargo carryings, recapture, the United States 
Treasury, and the vessel replacement program. 


EFFECT OF DOUBLE AND TRIPLE TRACKING ON CARGO CARRYINGS 


In order to flash any apparent effects of double tracking on cargo carryings 
of the original subsidized operator on a trade route, we secured information 
relative to the cargo carryings on each of trade route Nos. 15A, 21, 24, and 29, 
segregated between the subsidized operators, nonsubsidized American-flag oper- 
ators, and foreign-flag operators. Where possible, the information shown was 
for the year just prior to the time double tracking occurred, for the year it 
occurred, and for the most current year for which information is available. An 
analysis of the information does not show any significant tendency of the cargo 
carryings of the original subsidized operator to decrease after a second or third 
operator became subsidized on the trade route. The explanation for this is that 
the second or third subsidized operator had been serving the trade route as a 
nonsubsidized operator. However, if the second or third operator had not been 
approved for subsidy and had been forced to abandon operation on the trade 
route, then probably the original subsidized operator would have secured a por- 
tion of the cargor formerly carried by such operators. However, the Maritime 
Administration has no power to protect subsidized operators from competition 
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by any number of foreign lines which may see fit to serve a given trade route. 
For this reason we believe that the elimination of one or more subsidized oper- 
ators from a trade route would afford little assurance to the remaining subsidized 
operator that he would experience a proportionate increase in carryings. The 
immediate result probably would be a substantial decrease in the percentage of 
cargo carried by the remaining American-flag vessels. 

In order to evaluate the effect of double tracking on vessel utilization, we 
prepared a schedule for trade route No. 15A for the calendar year 1954 to show 
each voyage made by each subsidized operator, the percentage of capacity at 
which each vessel sailed, the date it sailed, and the port it cleared. On the basis 
of our analysis, we noted 5 instances where vessels of the 2 operators left differ- 
ent United States ports on the trade route within 3 days of each other carrying 
outbound cargo which could have been physically carried by one of the vessels. 
We also noted other instances where vessels left ports within 1 or 3 days of each 
other with less than full capacity. Owing to many factors which determine the 
utilization of vessels, such as the availability of cargo, stowage plans, sailing 
requirements, shippers’ preferences, it would be speculative as to how many less 
subsidized voyages would have been required on this trade route for 1 subsidized 
operator to have carried the cargo of both of the subsidized operators. However, 
if Maritime decides that a certain number of sailings must be made on a trade 
route in order to carry a substantial portion of the foreign commerce in American- 
flag vessels, it would make little difference on vessel utilization whether the 
sailings were performed by 1 subsidized operator or by 2 subsidized operators 
as Maritime has the contractual right to require that sailings be spaced on a 
basis satisfactory to it. 

If Maritime in approving the number of subsidized sailings on a trade route 
were influenced by the number necessary to support 2 or 3 subsidized operators 
rather than the requirements of the trade route and national defense, the cost 
to the Government of double tracking could be substantial. Maritime’s deter- 
minations of the requirements for a particular trade route are not based on 
the sailings necessary to support a given number of operators. However, Mari- 
time’s estimated sailing requirements for a trade route are intended to foster 
the promotion, development, expansion, and maintenance of United States liner 
traffic on the route. Trade route No. 29 serves as a good example where Mari- 
time probably considered triple tracking necessary to maintain the level of United 
States liner traffic on the route. In the year before triple tracking occurred there 
were 108 subsidized sailings on this trade route, both outbound and inbound. 
The following year when 2 formerly nonsubsidized operators on the trade route 
were subsidized, the inbound and outbound subsidized sailings were increased 
to 250, but the tons of commercial cargo carryings in all American-flag ships 
remained about the same. 

We believe that double tracking, in itself, has little influence on the cargo 
earryings of the original subsidized operator if Maritime properly (and we 
have no reason to believe otherwise) administers its authority in determining 
sailing requirements and spacing such sailings. It should also be remembered 
that subsidy in itself does not assure an operator of a profit, and for this reason 
there is somewhat of an automatic control on the number of subsidized operators 
who would be willing to serve a trade route. 


EFFECT OF DOUBLE AND TRIPLE TRACKING ON PROFIT RECAPTURE AND THE UNITED 
STATES TREASURY 


The effect of double and triple tracking on profit recapture and on the United 
States Treasury is measurable primarily by its effect on the operators’ profit, 
subsidized voyages, and taxes. Each of these three factors in turn affects the 
other. 

In order to evaluate the effect of double tracking on profit recapture and on 
the United States Treasury, we selected for detailed examination the operations 
of Seas Shipping Co. and Farrell Lines on trade route No. 15A for the calendar 
year 1954. For purpose of determining the effect on the original subsidized 
operator, we assumed, for the reason previously stated, Seas Shipping Co. to 
be the original subsidized operator on trade route No. 15A. We also assumed 
that Farrell Lines would be eliminated from trade route No. 15A but would 
continue as a subsidized operator on trade route No. 14, and that the foreign- 
flag operators together with Seas would get a proportionate share of Farrell’s 
earryings on trade route No. 15A. We-further assumed that fewer subsidized 
sailings would be made by Seas than were actually made by Seas and Farrell 





ee Vw E_| |LlU] 


— a et 


DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED TRADE ROUTES 35 


combined, and that therefore fewer vessels would be necessary and depreciation 
costs would be less. In combining the operations of Seas and Farrell, we also 
prepared an allocation of overhead which showed a reduction in the total 
amount of these costs on trade route No. 15A. 

While our analysis showed that there would be a reduction in certain expenses, 
such as overhead and depreciation, and in subsidy cost to the Government, it 
did not reveal any substantial change in the profits of Seas. Even if our assump- 
tions had been otherwise, it is doubtful that Seas would have been able to show 
any profit recapture due the Government as Seas was in a minus estimated cumu- 
lative recapture position of $1,258,520 at the end of calendar year 1954. 

Recapture is influenced by a number of factors. It is difficult to segregate one 
factor and say what the dollar effect of that one factor has been. Some of the 
factors influencing recapture are increased direct operating costs, vessel replace- 
ments, national emergencies, foreign competition, operating policies, double 
tracking, and capital necessarily employed. It is noteworthy that in 1954 the 
increases in capital necessarily employed alone would have allowed subsidized 
operators to make a combined profit of approximately $9 million more before 
showing any recapture due the Government than the same operators could have 
made in the earlier years of the current recapture period. 

The effect on the United States Treasury of eliminating double tracking, apart 
from the recapture effect, would be less subsidy payments since there would be 
fewer subsidized voyages, but also less income-tax receipts. 

If Farrell had been confined to trade route No. 14 for the year 1954 and Seas 
had been the sole American-flag operator on trade route No. 15A, the net dollar 
savings to the United States Treasury, based on our assumptions, could have been 
approximately $500,000. Against these savings the following possible results 
should be weighed : 

1. Farrell and Seas combined might have had a decreased profit of ap- 
proximately $300,000 after subsidy. 

2. The foreign-flag ships might have carried 40.9 percent of the cargo on 
the route rather than the 27.3 percent they did carry. 

3. Fewer American-flag ships might have been available for national de- 
fense. 

4. Fewer men might have been employed on American-flag ships. 

We realize that another set of assumptions could be made and a different result 
shown. For example, the assumption could be made that the double tracker would 
continue in the trade as a nonsubsidized operator. Or the assumption could be 
made that the operator would continue in the trade with foreign-flag ships, as 
the New York and Cuba Mail Steamship Co. is reported to be doing. There are 
other assumptions, all of which would show different effects from double tracking 
on cargo carryings, recapture, and the United States Treasury. 

We believe that the dollar effect of double tracking on profit recapture and on 
the United States Treasury is probably not significant enough within itself to 
justify a policy decision as to whether the purposes of the Merchant Marine Act, 
1936, can best be attained with or without double and triple tracking. Of more 
importance, in our opinion, is the number of subsidized sailings thought neces- 
sary to carry a substantial portion of the American foreign commerce, and a 
policy determination as to whether for national defense purposes it is not better 
to have merchant marine operated by many operators than by a few. 


EFFECT OF DOUBLE AND TRIPLE TRACKING ON THE VESSEL REPLACEMENT PROGRAMS 


Each subsidized vessel operator is required to maintain a capital reserve fund 
and a special reserve fund and, whether subsidized or not, is permitted to main- 
tain a construction reserve fund. The purpose of these funds is to insure pay- 
ment of obligations to the Government, and the construction, replacement, con- 
tinued maintenance, and successful operation of vessels. The operators main- 
taining special and capital reserve funds obtain substantial Federal income tax 
benefits. Subsidized vessel operators are required by law to make certain de- 
posits into these funds and may make voluntary deposits if approved by Maritime. 
A comparison of the balances in the reserve funds at June 30, 1949, and June 30, 
1955, follows. 
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Subsidized operators: 
Capital reserve funds | $118, 381, 126 $46, 377, 648 $72, 003, 478 
. Special reserve funds-_- Z oe hanes gees rye 6 40, 131, 072 46, 417, 321 
Nonsubsidized operators: Construction reserve fund 3, 478, 454 23, 235, 364 | —19, 756, 910 


WO ni hisses ats 208, 407,973 | 109, 744, 084 98, 663, £89 
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We prepared an analysis to show for each subsidized operator, Maritime’s esti- 
mate of the cost to each operator to replace his privately owned vessels operating 
indefinitely in essential trade routes or required to be built under operating 
differential subsidy contracts and also the amounts on deposit in the reserve 
funds. ; 

Our analysis shows that there are sufficient amounts in the reserve funds for 
the operators to begin a substantial replacement program. Also, our analysis 
shows that there is no general tendency for the percentage relationship between 
reserve fund deposits and replacement requirements to be less for double-tracking 
operators than for non-double-tracking operators. 

One of the primary considerations of the operators before embarking on a 
vessel replacement program is the prospect of profit. In this connection, on 
May 12, 1955, the chairman of the committee of American Steamship Lines, be- 
fore the Committee on Merchant Marine and Fisheries, stated that the money to 
cover the increased carrying charges, on a fleet replacement that cost four times 
as much as the present fleet, would not be covered by increased operating sub- 
sidies but must come from operating revenue. He stated that prudent manage- 
ment requires that, before a company commits itself to capital expenditures of 
the magnitude and duration of those involved, it should evaluate the prospects 
of successful operation. 

The effect of double tracking on the original subsidized operators’ vessel-replace- 
ment programs would appear to be the extent double tracking has decreased, in 
management’s opinion, the prospect of profit. It is noteworthy that most original 
subsidized operators on trade routes with double tracking have recently agreed 
to large vessel replacement programs. 

The Maritime Administration by the terms of the operating differential sub- 
sidy contracts can require subsidized operators to undertake vessel replacement 
programs. However, the same influence cannot be brought to bear on nonsub- 
sidized operators. On May 18, 1955, the president of the Association of American 
Ship Owners, before the Committee on Merchant Marine and Fisheries, stated 
that at the end of 1954 there were 674 dry-cargo vessels in the active privately 
owned fleet, of which 398 did not have subsidy assistance. He further stated that 
if it is desired to induce replacement of the 243 nonsubsidized dry-cargo ships in 
foreign trade, the Federal Maritime Board will have to pursue liberal policies 
in connection with the granting of applications for additional subsidies. 

There can be little doubt that allowing certain formerly nonsubsidized opera- 
tors to double track has induced those operators to agree to vessel replacement 
programs which they probably would not otherwise have undertaken. 


SUMMARY 


To summarize we have restated below the particular questions asked by the 
chairman of the Committee on Merchant Marine and Fisheries with our answers 
to them. 


1. Has double and triple tracking affected the original subsidized operator? 


To answer this question it would be necessary to know whether the second sub- 
sidized operator on the trade route would have continued operations without a 
subsidy, either as a nonsubsidized American-flag operator or as a foreign-flag 
operator. Also it would be necessary to know whether Maritime would have 
required the original subsidized operator to make the same number of subsidized 
sailings as the two subsidized operators formerly made. 

Assuming that the second subsidized operator would not have continued serv- 
ing the trade route without a subsidy, and that the original subsidized operator 
woud not have been required to increase his sailings, the original subsidized 
operator has been affected by double tracking, in that he has tended not to attain 
maximum vessel utilization. 
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2. Has it placed an extra burden upon the Treasury when giving consideration 
consideration to the limited benefits derived therefrom? 


If the original subsidized operator were not required to increase his sailings 
as a result of the elimination of a second subsidized operator from a trade route, 
then there was extra burden on the Treasury. 

Whether that extra burden has been justified by the additional American-flag 
vessels available for national defense is beyond the scope of this study. 


3. What has the cost of the Government in operating-differential subsidy pay- 
ments been? 


From inception of subsidized operations to June 30, 1955, payments of approxi- 
mately $23,804,952 were made to operators involved in double and triple tracking 
other than the original subsidized operators on trade routes. 


4. Have the added expenditures been justified by the alleged increase in carry- 
ings by the American-flag services? 

To be consistent with the assumptions we have made in answering the ques- 
tions above, we assume in answering this question that approximately 30 fewer 
American-flag vessels would be carrying cargo on essential foreign trade routes. 
Whether the addition of 30 active vessels to the American merchant marine 
available for national-defense purposes justifies the total payments to date of 

23,804,952 is beyond the scope of this study. 


5. How has it affected the recapture position of the original subsidized com- 
pany? 

Because some of the original subsidized companies are subsidized on more 
than one trade route, because of the difficulty of allocating recapture by trade 
routes, because recapture results are primarily significant on a cumulative basis 
at the end of a 10-year recapture period, and because it is unrealistic to assume 
a static position of all the other items affecting recapture, we are unable to 
put a dollar value on the effect of double tracking on the original subsidized 
operator’s recapture position. 

However, on the basis of the assumptions we have made in answer to ques- 
tion 1 above, double tracking has tended to reduce the recapture position of 
the original subsidized operator. 


6. Does it minimize, and if so, to what extent, the earning power of the competing 
subsidized lines? 

If the second subsidized operator would not have continued serving the trade 
route, either as a nonsubsidized American-flag operator or as a foreign-flag op- 
erator, and if Maritime would not have required the original subsidized operator 
to make as many Sailings as the two subsidized operators actually made, then 
the earning power of the original subsidized operator would be enhanced. 

The extent to which the earning power would be enhanced would depend on 
how much of the second subsidized operators’ carryings would have been car- 
ried by the original subsidized operator’s ships and how much would have been 
earried by foreign-flag ships. We believe that any evaluation of the extent of 
the effect would be so speculative as to be meaningless. 


7. Has it virtually eliminated possible earnings to the extent of placing the 
lines in a nonrecapture position ? 


The final recapture position of the lines involved in double and triple tracking 
is not ascertainable until the end of a recapture period. However, a comparison 
of the estimated recapture position of all subsidized operators as at December 
31, 1954, does not show any tendency of operators involved in double and triple 
tracking to be in any less of a recapture position than those operators not 
involved in double and triple tracking. The subsidized operator in the best 
estimated cumulative recapture position at December 31, 1954, was an original 
subsidized operator serving a trade route with another sudsidized operator. 


8. Does it not actually tend to eliminate entirely the Government’s opportunity 
to recapture a portion of their actual subsidy payments? 


In substance the answer to this question revolves around what the effect of 
double and triple tracking has been on recapture. 

As noted in answer to question No. 5, based on our assumptions, double and 
triple tracking would tend to decrease the extent of recapture. For the reasons 
stated in answer to question No. 5, we believe it would be practically impossible 
to determine the extent to which it would decrease recapture. 
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9. Does the issuance of double and triple tracking subsidy contracts tend to 
diminish the opportunity of the original subsidized contractors to accu- 
mulate funds with which to replace their subsidized fleets, in accordance 
with the requirements of the 1936 Shipping Act? 

If the assumption is made that the second subsidized operator would not have 
continued on the trade route without a subsidy and that Maritime would not 
have required the original subsidized operator to make as many sailings as the 
two operators actually made, we believe that the issuance of double and triple 


tracking subsidy contracts would diminish the opportunity of the original sub- 
sidized contractors to accumulate funds. 


The Cuarrman. Mr. Morse, Chairman of the Maritime Board. 
You may proceed, Mr. Morse. 


STATEMENTS OF CLARENCE G. MORSE, CHAIRMAN, FEDERAL 
MARITIME BOARD, AND MARITIME ADMINISTRATOR; WALTER 
C. FORD, DEPUTY MARITIME ADMINISTRATOR; H. M. HOCHFELD, 
CHIEF, OFFICE OF GOVERNMENT AID; EDWARD D. RANSOM, 
GENERAL COUNSEL; AND THOMAS LISI, OFFICE OF GENERAL 


COUNSEL, MARITIME ADMINISTRATION, DEPARTMENT OF COM- 
MERCE 


Mr. Morse. Mr. Bonner, the first 6 pages of my statement deal with 
reference to the legal question on double and triple tracking. If you 
want me to read it, I will be pleased to do so. Perhaps you would wish 
to have me merely submit that portion of it for the record. 

The Cuarrman. This committee is really concerned with the phase 


of administration. As I have often stated before, the administration 
of maritime affairs is in the hands of the Board and the Administrator, 
not this committee. That is one question in which I am interested. 
I am interested in the first six pages of your statement. Yes, sir. 

Mr. Morse. The policy of awarding an operating-differential sub- 
sidy to more than one operator on a particular trade route is justified 
by clear legal authority. Double and triple tracking is implicit in the 
language and legislative history of the Merchant Marine Act of 1936, 
it has been consistently followed by the Federal Maritime Board and 
its predecessor agency, and has been sanctioned by congressional 
expression since the enactment of the act. 

To establish a policy which would preclude more than one oper- 
ator obtaining a subsidy on any route would appear to me to be in 
direct violation of the provisions of section 601 (a) of the Merchant 
Marine Act of 1936 whereby the Federal Maritime Board is— 

* * * authorized and directed to consider the application of any citizen of the 
United States for financial aid in the operation of a vessel or vessels, which are 
to be used in an essential service in the foreign commerce of the United States. 
If such an application by any citizen is for a subsidy for the operation 
of vessels on a trade route already being served by citizens of the 
United States, the considerations and the criteria which the Board 
must consider is plainly set forth in section 605 (c) of the act. There 
is no need for me to read that section to this committee as the committee 
is undoubtedly familiar with it. That section by its terms contem- 
plates more than one subsidized operator on any particular route in 
such references as “service already provided,” “additional vessels 
should be operated thereon,” “service, route, or line served by two or 
more citizens” and “operation of vessels in competitive services, routes, 
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or lines.” If double or triple tracking were not contemplated, there 
would be no need at all for inclusion of section 605 (c). 

If any doubt could possibly exist from the language of the act as 
to whether double tracking was contemplated, such doubt would be 
promptly removed by consideration of the legislative history, an excel- 
lent summary of which was appended to the Commission’s decision in 
docket S-1, which I have reproduced in appendix A to this statement. 

As there shown, the question of double or single tracking was clearly 
before the Congress. One of the several bills which were introduced 
enunciated the single-subsidy policy, others the double-tracking policy. 
The subject was brought up by industry and by Congressmen during 
the course of discussions which demonstrate fully that section 605 
(c) as written intentionally calls for double tracking if the tests are 
met. Se 

The Federal Maritime Board and its predecessor, the Maritime 
Commission, has consistently interpreted the statute as authorizing 
double or triple tracking provided the situation meets the criteria 
set out in section 605 (c). This consistent interpretation by the 
agency is illustrated by the four cases in which applications for double 
or triple tracking were granted after hearing by different Commis- 
sioners or Board members in docket S—1, decided in 1938, docket 
S-12, in 1948, combined dockets 18 and 19, in 1952, and docket S34, 
in 1953. 

Congress has been duly advised of the interpretation which the Fed- 
eral Maritime Board and its predecessor agency has given to the stat- 
ute. The first annual report following the decisions in docket S-1 
which awarded subsidy to two lines on the same route advised Con- 
gress of that decision, as have subsequent annual reports following 
such decisions. The matter of double tracking has been brought to 
the attention of Congress in connection with appropriation hearings, 
particularly the hearing following the abolition of the Maritime Com- 
mission’s revolving fund. Extracts of congressional comment since 
the enactment of the act are set forth in appendix A. Such extracts 
leave no doubt but that not only has Congress sanctioned double and 
triple tracking but that criticism on this issue has been directed not 
toward authorizing more than one line on a route, but rather for 
restricting the award of subsidy to too few lines. There was the 
belief that the Commission and the Board were fostering a monopoly. 
Frequent reference was made by Members of Congress to “Club 13” 
indicating a “closed corporation” of subsidized lines. This attitude 
is summarized in the statement of the committee of conference in 
House Report 753, 82d Congress, Ist session, in reporting on H. R. 
3880, making appropriations for the fiscal year ending June 30, 1952, 
in the following language: 

* * * the conferees on the part of the House point out that for several years the 
House has been urging that the monopoly which presently exists in connection 
with operating-differential subsidy shipping contracts be broken. The former 
Maritime Commission showed little inclination to break the monopoly and it is 
believed that the present Federal Maritime Board is favoring the monopoly * * * 
The members of the conference committee insist that the number of voyages of 
the companies who enjoy and have enjoyed the benefits of subsidized operating- 
differential subsidy contracts since the inception of the law in 1937 be reduced 
so that other companies or individuals who have not enjoyed these benefits be 
permitted to do so * * * The conferees are of the opinion that it is grossly 
unfair for a monopoly to exist between 13 or 14 companies in this field and that 
the monopoly should be broken. 
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Congressional sanction of the policy of multiple tracking is given 
by the approval of appropriation acts appropriating specific sums 
for subsidized voyages of existing operators as well as for contem- 
plated voyages of other eligible operators. (See for example, Public 
Law 137, 82d Cong., 1st sess., p. 18, and Public Law 121, 84th Cong., 
1st sess, p. 5.) 

A more forceful congressional reaffirmation of the intent of Con- 
gress to authorize multiple tracking and confirmation of the consistent 
interpretation of the statute by the Board could hardly be given 
than that stated by the Committee on Interstate and Foreign Com- 
merce of the United States Senate, 8lst Congress, 2d session, in its 
report following an investigation of the problems relating to the 
United States merchant marine in Senate Resolution 50, 8ist Con- 
gress, 2d session, in which it stated: 


The problem of double tracking was considered by the 74th Congress in the 
debate and hearings on the original bill which later became the Merchant Marine 
Act. It was specifically written into the act that double subsidies in a trade route 
were not to be excluded, but that it should only come about after hearings for the 
purpose of determining the adequacy of existing service. 


* * * ~ * * * 


The problem is not one of deciding whether dual subsidies is or is not intended 
in the 1936 act, but only that of determining what is adequacy of service and what 
isnot. This is a question of fact. The members of the subcommittee reaffirm the 
intent of Congress and are satisfied that the language of section 605 (c) is suffi- 
ciently definitive of adequacy for guidance of the Federal Maritime Board in 
making its finding (Report 2494, p. 33). 


The legal justification for the policy of multiple tracking as found in 


the statute, the decisions of the predecessors of the present Board, and 
the congressional committee seem to me so clear that I shall not dwell 
further on this phase of the matter but shall turn now to a discussion 
of the operational effects of double tracking. 

Since it is abundantly clear to me as Chairman of the Federal Mari- 
time Board/Maritime Administrator that the actions of the Federal 
Maritime Board and its predecessors relative to the grant of so-called 
multiple-tracking subsidies comply with language and the spirit of the 
1936 act, the question then becomes one of whether an amendment of 
the 1936 act should be proposed which would preclude the further 
grant of subsidies to companies on services on which a subsidized 
operator already exists. I most emphatically would recommend 
against such legislation, However, before getting to this point in my 
testimony, it is important that the committee have before it the 
operational effect of multiple tracking in the past. 

At the present time there are four essential services on which more 
than one United States-flag operator is subsidized. These services, 
and the companies operating them, are as follows: 


a 
ae | Service Subsidized operators Effective date of subsidy award 
| 


Fr | ef 
| 





15-A___| East coast, United States-south 


Farrell Lines Inc.-....-..---. June 17, 1937-September 30, 
and east Africa. 


1938 (temporary agreement). 
April 30, 1940 (long-range 
agreement). 
Seas Shipping Co-.- | October 14, 1938. 
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You will observe there, Mr. Chairman, that Farrell was given a 
temporary agreement in June 1937 which expired in the fall of 1938. 
They were given the long-range agreement in April of 1940 which 
is the contract which is still in existence. The other subsidized op- 
erator on that trade route is Seas Shipping Co. which was given a 
long range contract in the fall of 1938, so that which comes first there 
is debatable, whether Farrell Lines is the original subsidized opera- 
tor or whether Seas Shipping Co. is the original operator. 





Tw > | | ‘flo ti » date 
—_ Service Subsidized operators netnae ae 
ets - —_ a —_ _ ————eEeeee ee . - — 
21 | United States west gulf-east | Lykes Bros. Steamship Co., | June 29, 1937 (temporary agree- 
United Kingdom and Conti- Inc. |} Ment). 
nent, 
| Dee. 31, 1937 (long-range agree- 
| ment). 
A a So ee | Bloomfield Steamship Co Jan. 1, 1954. 


24 | United States Pacific coast- | Moore-McCormack Lines,| May 8, 1940. 


east coast, South America. Ine. 
Pacifie Argentine Brazil Line, Jan. 26, 1949. 

Inc. 
29 | United States Pacific coast- —— rican President Lines, | Jan. 25, 1938. 


a Far East Line, Ine Jan. 1, 1953. 


! 
} 
| 
Far East. | Ltd. 
|p fic Transport Lines, Ine Do. 


In reviewing the operational effect of multiple tracking in the sub- 
sidized services, I shall give consideration to the following factors: 

1. The circumstances leading to the multiple subsidy award in each 
case ; 

2. The cost to the Government of the additional subsidized services; 

3. The operational effect of multiple tracking on the subsidized 
operators ; 

4. The effect of multiple tracking on the country’s public, commer- 
cial, and national defense interests. 

Regarding item No. 1, namely, the circumstances leading to the mul- 
tiple subsidy awards, there is attached an appendix B which briefly 
summarizes the background and events which preceded such awards. 
In order to keep my statement as brief as possible, I am proposing 
that this be included in the record for the information of the com- 
mittee. 

“xtensive public hearings were held in each instance before multiple 
subsidy awards were granted, and all interested parties were offered 
an opportunity to appear and present their views. In each of the 
four cases the applicants were providing service on the routes for 
wha they sought subsidy and the Board, or its predecessor agency, 
found after full public hearings under section 605 (c) of the 1936 act 
that (a) the applicant was providing an existing service and the grant 
of subsidy to such applicant would not give undue : advantage or be 
er prejudicial as between citizens of the United States, and/or 

(5) the service provided by United States-flag vessels on the route in 
question was inadequate. 

Moreover, in each of the 4 cases the Board and its predecessors 
found under section 601 of the 1936 act that the operation of addi- 
tional subsidized vessels was required to meet foreign-flag competition 
and to promote the foreign commerce of the United States. Under 
these circumstances the question then posed is not whether the sery- 
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ices provided by these additional operators in multiple-tracking serv- 
ices are necessary in order to accomplish the purposes and policies of 
the act, but rather, whether such additional services should have been 
provided by the already existing subsidized operator. The fact that 
this is the core of the question is further evidenced when we recog- 
nize that American-flag ships carried only 38 percent of the liner for- 
eign commercial commerce of the United States in 1954, and in overall 
commercial dry cargo, which would be inclusive of tramp operation, 
American-flag operators carried but 26 percent. 

The quantitative inadequacy of our overall active American mer- 
chant fleet has been well documented in many hearings before this 
committee, the most recent being relative to 50-50 legislation. 

With regard to item No. 2, namely, the cost to the Government of 
additional subsidized services, the estimated 1955 subsidy accrual for 
the 9 operators engaged in multiple tracking is approximately $54 
million (this is inclusive of sikaills of about $34 million to 4 of the 
operators for services maintained on other than the specific multiple- 
tracked routes). Approximately $10 million of this amount represents 
the subsidy accrual for the 5 additional subsidized operators as distin- 
guished from the original 4 subsidized operators. For your informa- 
tion, this latter amount is less than 10 percent of the total subsidy 
accrual for the year 1955 for all subsidized operators. 

Since the subsidization of additional vessels on each of the 4 routes 
was justifiable, the $10 million subsidy accural for such additional 
services, whether those services were provided by additional operators 
or by the then-existing subsidized operators, is not directly reducible. 
The only area for reduction in subsidy under these circumstances then 
is through subsidy recapture, and in this regard the committee knows 
that the Government recaptures one-half of the companies’ excess 
profits, but not to exceed subsidy accrued, after such companies have 
earned 10 percent on capital necessarily employed up to the amount 
of subsidy payment. The major area for savings through the merger 
of two or more companies or the expansion of one to absorb the 
services of another lies largely in the area of overhead expense. The 
question of the degree of savings through such merger or expansion 
would depend upon the circumstances in each case and would require 
thorough investigation. However, it is unlikely in the cases we have 
before us that, in the overall, the savings which could be realized by 
the merger of subsidized operations of 2 or more subsidized lines into 
one operation would be in excess of 50 percent of the overhead of the 
later subsidized operators. Therefore, for purposes of representing 
to this committee the possible degree and scope of such savings, we 
shall assume that such a saving of 50 percent could be effected in 
each case. 

In 1954, the overhead costs of Seas, Bloomfield, Pacific Argentine 
Brazil Line, Pacific Far East Line, and Pacific Transport Lines totaled 
approximately $6.5 million, 50 percent of which, or $3,250,000, would 
represent the assumed estimated overhead savings per annum if we 
were to combine all subsidized operations in each service under one 
operator. Further, if we assume that the operator under whose con- 
trol all subsidized sailings would be consolidated is, and will continue 
indefinitely to be, in a subsidy recapture position, the estimated re- 
sultant increase in Government recapture would amount to $1,625,000 
per year. 
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This conjectured saving in subsidy payments is approximately 114 
percent of the estimated total subsidy accrual for all companies for 
that year and approximately 3 percent of the subsidy accrual of all 
operators engaged in multiple-tracking operations. This conjectured 
saving, as I have indicated, is dependent upon the assumption that the 
operator under whose control all sailings would be placed is and will 
continue to be in a recapture position. To the extent that such an as- 
sumption varies from fact the effect of multiple tracking on sub- 
sidy recapture is reduced below the $1,625,000 savings figure. To be 
more specific, let us consider the 1955 operations of Seas ‘and Farrell 
on trade route 15A, United States Atlantic coast to south and east 
Africa. 

Farrell Lines, with an overhead of approximately $2 million, earned 

an estimated net profit, after subsidy and taxes, of $1,300,000. Since 
Farrell Lines’ allowable return, th: at is 10 percent of its “capital neces- 
sarily employed in the business,” is estimated in the amount of 
$1,700,000, no recapture accrued to the Government from Farrell 
Lines’ operations during 1955. Seas, with an overhead of approxi- 
mately $1,700,000, earned an estimated net profit, after subsidy and 
taxes, of $1 million. Since Seas’ allowable return, that is 10 percent of 
its “capital necessarily employed in the business,” is estimated to be 
$2 million, no recapture accrued to the Government during Seas’ op- 
eration in 1955. Had Farrell conducted the “perations of both com- 
panies during this year, however, and had there been accomplished 
a savings of 50 percent of Seas’ overhead figure, even with this esti- 
mated savings of approximately $850,000 in overhead expenses, Far- 
rell Lines still would not have been in a recapture position considering 
the “capital necessarily employed” of each and the estimated taxes 
accruing to the Government. 

Accordingly, the original estimate of $1,625,000 savings that possi- 
bly could accrue to the Government by the existence of only 1 sub- 
sidized operator on each route would be reduced in this case alone by 
$495,000 or to a net of $1,200,000 by reason of the fact that Farrell and 
Seas separately and collectively were not and would not have been in 
a recapture position. 

As to the other 3 trade routes, present figures indicate that each of 

2 of the original operators (American President Lines and Lykes) is 
currently and cumulatively in a recapture position; the third (Moore- 
McCormack) is cumulatively in a recapture position but currently not 
earning 10 percent on its “capital necessarily employed.” The esti- 
mates used herein are based on information now available and would, 
of course, be subject to change should any of these companies file, and 
the Administrator approve, applications for the voluntary deposit of 

free earnings into the reserve funds. 

At this point I should like to apprise the committee of the fact that, 
considering the high cost of new construction as compared to the rela- 
tively low cost of the 1946 Ship Sales Act vessels currently being em- 
ployed by our subsidized operators, the “capital necessarily employed” 
by our subsidized lines as they replace their existing fleets with new 
ships will rapidly approach their net worth rather than remain at 
approximately two thirds of their net worth, and that future account- 
ing periods may be devoid of subsidy recapture by reason of greatly 
increased capital necessarily employed figures and much higher depre- 
ciation charges. Should my beliefs in this regard materialize, such 
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savings as might be accomplished for the Government through the 
merger of services would not be reflected in subsidy paid to the com- 
panies, less recapture, but rather in the area of possible increased profits 
to the companies and increased taxes to the Government. These possi- 
bilities, however, are also conjectural. 

The next item for consideration is the matter of the operational effect 
of multiple tracking on the subsidized operators. It is worthy of note 
at this point that in 1954 United States-flag ships carried 38 percent 
of commercial] liner traffic moving on all essential United States-fla 
trade routes. On the 4 multiple-tracked routes the overall United 
States-flag commercial liner carryings in 1954 were 52 percent whereas 
on all other essential routes United States-flag ships’ participation was 
only 35 percent or about 17 percent less than on the 4 multiple-tracked 
routes. 

Further, worthy of consideration by this committee, is the fact that 
on 3 of the multiple-tracked routes American flag participation in com- 
mercial liner carryings was in the neighborhood of 70 percent and on 
the fourth, namely trade route No. 21—Gulf/ U. K. and Continent, on 
which the second subsidized operator is quite small, the American flag 
participation, which covered the carryings of 4 ‘United States- flag 
companies, was 32 percent in 1954. Additionally with respect to these 
multiple-track operations, the original subsidized company on trade 
route 21—service 5 during 1954 carried 22 percent of the total com- 
mercial liner traffic ; on trade route 15—A the original subsidized opera- 
tor carried 33 percent of the total commercial liner traffic; on trade 
route 29 the original subsidized operator carried 17 percent of the com- 
mercial liner traffic which includes its trade route No. 29 ships and 
also ships in its round-the-world service and on trade route No. 17; and 
on trade route No. 24 the original subsidized operator carried 43 per- 
cent of the commercial line traffic. 

In no instance during 1954 did any of the original subsidized lines 
carry 50 percent of the commercial liner traffic in multiple-tracked 
trade routes, and on only 6 routes, other than those multiple-tracked, 
did United States-flag ships in 1954 obtain as much as 50 percent of 
commercial liner traffic. 

A further point well worth noting is that we find through a com- 
parison of the utilization during 1954 of freight ships of subsidized 
operators on the 4 multiple-track routes, as compared to that of the 
same Re ships on 10 other routes on which there was only 1 United 
States flag line, that the bale cubic utilization on the 4 multiple- 
tracked routes on outbound voyages averaged 83 percent whereas on 
the other 10 it averaged 77 percent. 

As your committee may know, we have included in the subsidy 
contracts granted to the additionally subsidized operators on the four 
multiple-tracked services a so-called coordination clause which re- 
quires the coordination of the sailings of the subsidized lines on each 
service insofar as is practicable. As to the existing multiple-tracking 
subsidized operators, we have negotiated, except in one case, the inclu- 
sion of like coordination clauses in all of their operating-differential 
subsidy agreements. 

As a result of a study for the year 1954 of the sailings made on 
these 4 multiple-tracked routes by the subsidized operators, we find 
that on trade route 15A, notwithstanding the fact that the 2 sub- 
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sidized lines together furnished 70 sailings during 1954, in only 6 
instances during said year did ships of the 2 companies sail from 
the United States at approximately the same time (within approxi- 
mately 4 days). In 5 of these 6 instances, the ships of 1 company 
departed from a North Atlantic port while those of the other sailed 
from a South Atlantic port. In only 1 other case out of the 70 sail- 
ings did ships of the 2 companies sail from the same coastal area at 
approximately the same time, and despite the fact that these 2 ships 
had less than 50 percent of their capacity utilized on their outbound 
leg, 1 of them returned to the United States carrying cargo equivalent 
to 93 percent of its lifting capacity and the other with about half of 
its deadweight capacity filled. 

On trade route 21 the 2 subsidized lines in 1954 provided 100 sail- 
ings exclusively on this service while most of the nonsubsidized lines’ 
sailings (438 in total) stopped off at North Atlantic ports after leav- 
ing gulf coast ports. In view of the fact that Lykes Bros. Steamship 
Co. made 79 of the 100 subsidized sailings and the other operator, 
Bloomfield, made 21 sailings, it is not surprising that 19 out of the 
21 sailings of the latter were made within a period of 4 days of sail- 
ings of the former company. However, this close pr oximity of sail- 
ing dates had virtually no effect upon ship utilization since ships of 
both operators were practically full and down on every outbound 
sailing. 

On “trade route 29 during the year 1954, 8 American-flag com- 
panies, of which 3 are subsidized, made 346 outbound sailings, com- 
pared with 375 sailings by foreign-flag ships. The 3 subsidized lines, 
with freight ships restricted exclusively to trade route 29 operations, 
made 92 sailings or approximately 8 sailings per month, i in addition 
to which ships. of 1 of the subsidized lines also provided 37 sailings 
on this trade route in conjunction with operations on other routes, 
bringing the total sailings by subsidized operators to 130 on trade 
route 29. Considering the lar ge number of sailings made by subsi- 
dized lines, such sailings were spaced as well as could be expected, 
although there were a “few instances where subsidized ships sailed 
from the same port on the same day. However, of the 130 outbound 
subsidized sailings, more than two-thirds, 88 ‘sailings, cleared the 
United States with 90 percent or more of cubic capacity utilized. 
Only 6 outbound sailings had less than 60 percent utilized and 3 of 
these returned from the Far East substantially full. 

On trade route 24 the 2 subsidized lines made 25 sailings during 
1954. It would appear, with the relatively small number of sailings 
normally made on this route, that schedules could be maintained to 
provide sailings from the Pacific coast at approximately 2-week inter- 
vals. However, because of differences in the number of sailings and 
itineraries followed by ships of the two lines, and the large turnaround 
time involved on this service, such has not been the case. As a result, 

in 1954 12 sailings of the 2 lines were made less than a week apart of 
which 10 were made within 2 or 3 d: lays of each other. Nonetheless, 
ships of one company were filled to 77 percent of capacity and those 
of the other to 84 percent of capacity on sailings made in close prox- 
imity, and none of the ships on such sailings carried less than 60 per- 
cent capacity on outbound legs. 
74646—56——4 
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Before proceeding with the financial aspect of multiple tracking of 
subsidized lines, it should be pointed out that certainly on two of the 
multiple tracked routes the original subsidized operator was neither 
financially nor physically capable of providing the services furnished 
by the additionally subsidized operators. On the other two routes, it 
is possible that the original subsidized operators were financially and 
physically capable of providing the service now provided by the addi- 
tionally subsidized operators. However, in all four instances the 
original subsidized operator took the position that such additional 
services were not necessary and that the service being provided was 
adequate without subsidization of additional vessels. In that atmos- 
phere it would have been unrealistic to deny subsidy to the nonsubsi- 
dized operator who already had ships on the route and to request the 
other to employ additional ships to substitute for the vessels provided 
by the nonsubsidized applicant. 

Furthermore, let us suppose for a moment that the then Federal 
Maritime Board or Maritime Commission had taken such a position. 
Would this not have been an invitation to applications for the transfer 
of vessels to foreign flag? Or if such an invitation were not the case 
and the applicant had abandoned the service, what assurances would 
there be against a decline in cargo shipped in American bottoms by 
reason of severed shipping contacts and intensified foreign competi- 
tion? In any eventuality and aside from the question of legality a 
decision by the then Federal Maritime Board or Maritime Commission 
to subsidize only one operator in a trade route would have been a dis- 
service to the expressed purpose and policy of the 1936 act. 

Moving now to the financial effects upon the subsidized lines, the 
committee should know that the net worths of the various subsidized 
lines have fared quite well. For instance, in the case of Farrell and 
Seas; Farrell Lines’ net worth has increased from approximately $1 
million as at December 31, 1938, to approximately $25 million as at 
December 31, 1955, and the net worth of Seas has increased from 
approximately $900,000 at December 31, 1938, to approximately 
$25,000,000 as at December 31, 1955. In the intervening years divi- 
dends were declared by both companies, Farrell Lines having with- 
drawn considerably more of its earnings than Seas. It could hardly 
be said in this case, therefore, that either company has been adversely 
affected by multiple tracking. 

Relative to trade route 21, Lykes’ net worth increased from approxi- 
mately $123 million to $129 million during the year 1954 alone (and 
incidentally this company started its operations on January 1, 1938, 
with a net worth of a little less than $5 million). During the year 1954 
Lykes declared dividends in the amount of $1,750,000. Bloomfield’s 
net worth during the same period declined from approximately 
$2,400,000 as at December 31, 1953, to approximately $1,800,000 as at 
December 31, 1954, having paid no cash dividends. Bloomfield did not 
fare too well during 1954, its first year under subsidy; however, un- 
audited results for 1955 reflect a profitable upturn in its shipping 
activities. 

With respect to trade route 24, Moore-McCormack showed an in- 
crease in net worth from approximately $46 million as at December 
31, 1948, to approximately $71,350,000 as at December 31, 1954, hav- 
ing paid out cash dividends in the amount of approximately 
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$15,500,000 during this period. This company, incidentally, com- 
menced subsidized operation on September 30, 1938, with a net worth 
of approximately $1,600,000. Pacific Argentine Brazil Line’s net 
worth during the same period increased from approximately 
$5,500,000 to approximately $6,650,000, having paid out no dividends 
during this period. 

On trade route 29, I am sure your committee would be interested in 
knowing that, in the only instance of triple tracking, each of the three 
subsidized lines is currently and cumulatively in a recapture posi- 
tion. From a net worth standpoint financial reports show that 
American President Lines’ total net worth increased from $36,355,000 
as at December 31, 1952, to $37,440,000 as at December 31, 1954, after 
having paid cash dividends totaling approximately $3,700,000 during 
these 2 years. 

Although we are not in receipt of American President Lines’ finan- 
cial report for 1955, we understand that in 1955 that company had 
one of its most profitable years, having derived a profit of approxi- 
mately $3,500,000 after taxes. During this same period, 1953 through 
1954, Pacific Far East Line’s net worth increased from approximately 
$6,600,000 to approximately $8,850,000, after having paid cash divi- 
dends approximating $200,000 during the period January 1, 1953, 
through December 31, 1954. Pacific Transport Lines’ net worth in- 
creased from $3,700,000 starting December 31, 1952, to approximately 
$5,100,000 at the end of 1954, having paid out cash dividends in the 
approximate amount of $140,000 during these 2 years. It is evident 
from the above financial reports that the smaller subsidized com- 
panies; i. e., those operating 4 or 5 ships in the service and engaging 
in no other operations, do not fare so well as the larger lines. This, 
however, is not, in our opinion, justification for denying subsidy to 
such smaller companies when and if the circumstances and need arise. 

Also attached hereto is an appendix C consisting of charts I and IT. 
The charts reflect in a series of panels the commercial dry cargo trans- 
ported by United States-flag operators, both subsidized and unsub- 
sidized and by foreign-flag carriers in the years 1952, 1953, and 1954. 

Chart I deals with trade route 29 and chart IT deals with trade route 
15. Trade route 15 is the first and consequently the oldest of the 
services on which there has been double tracking. Trade route 29 
is the first service in which there has been triple tracking. 

A review of the charts will show that in one case (trade route 29) 
cargo carried by the subsidized operators in the trade increased from 
1953 to 1954, whereas cargo carried by foreign-flag carriers decreased. 
This is shown graphically in chart I. In the other case (trade route 
15) although the foreign-flag participation shows a sharp decline from 
1953 to 1954 the American-flag operators’ carrying showed only : 
slight decline. 

Turning now to the last of the four points; namely, the effect of 
multiple tracking upon the public, national defense, and commercial 
interests of the United States, it is evident that any thorough dis- 
cussion with respect to multiple tracking poses the question as to 
whether our subsidy policy should permit only 1 American line in a 
service to be subsidized. That this is the important issue is empha- 
sized clearly by the fact that we now have before the Board applica- 
tions for operating subsidy from 3 companies who have, over the years, 
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operated on a nonsubsidized basis. These 3 are States Steamship 
Co., Isbrandtsen, and the States Marine Lines, each of whom in part 
or in all double tracks existing subsidized services. With the purchase 
by States Marine Lines of the Isthmian fleet, there will remain only 
1 substantial American nonsubsidized, independent, steamship op- 
erator in the foreign trade; namely, Waterman Steamship Co., who to 
date has not applied for an operating-differential subsidy. 

It is moreover evident to us, as time goes on, that with the rela- 
tively high costs of replacing current tonnage, it is unlikely that an 
independent American liner service can long remain in being without 
the assistance of operating-differential subsidy. This being the case, 
we must then examine whether such a subsidy policy—namely, one 
American-flag operator to each trade route—would serve the national, 
public, and commercial interests of this country. 

In examining this question, this committee has had before it the 
testimony of Mr. Thomas E. Cuffe, president of Pacific Far East 
Line, Inc., who in July 1955 (pp. 351-353, hearings on H. R. 5734, 
June and July 1955, 84th Cong., 1st sess.) stated that: 

It (multiple tracking) should certainly not hurt any of the operators and it has 
retained more of the cargo to American vessels than we ever had when you had 
1 operator. When you start shipping if you have 1 line, the 1 line will get a 
certain amount of the cargo. But beyond that, people do not give you 100 percent 
of their cargo, they divide it up, for strike reasons and other reasons, and if you 
have 3 Americans, they are taking care of all 3 Americans to a certain extent. 

In a statement made before the committee in June 1953 (pp. 407 
and 408, hearings before House Merchant Marine and Fisheries Com- 
mittee, May and June 1953, 83d Cong., 1st sess.) Mr. James Farrell, 
president of Farrell Lines, made the following statement in contrast 
to the position of his company (opposition) at the time Seas was 
awarded a subsidy: 

I think that in total service offered it has perhaps benefited the receiver and 
the shipper of cargo. I think it has not resulted in operating economies. I 
think there have been unnecessary duplications of ship use, unnecessary duplica- 
tion of overhead, and unnecessary competition for the same cargo. I would say 
on balance it has been all right. It has been tough going. 

Upon further questioning by Mr. Allen of this committee as to 
whether, as a general result, there was a net gain to the shipping indus- 
try of the country, or whether the advantages of better service and 
more service are too costly, Mr. Farrell replied, “Well, if I am allowed 
to answer as to the South African trade only, I will say it has been 
beneficial.” 

Turning for a moment to the policies of the foreign maritime na- 
tions, the record discloses quite clearly that multiple tracking is prac- 
ticed by our leading foreign competitors. For instatce, 21 foreign flags 
offer competition to our American liner services on trade route 29. 
There are 8 companies in this trade under Japanese flag, 7 Norwegian 
and 3 under British. On trade route 21, Service 5, there are, as 
contrasted with 4 American-flag operators, 17 foreign-flag lines offer- 
ing regular sailings from the gulf to the east coast United Kingdom 
and northern European; under French, Netherlands, and United 
Kingdom flags there are 2 companies each and under German flag, 
3 separate companies. 

Multiple tracking, whether it be American or foreign flag, is not 
unique to the shipping industry, for as you gentlemen know, it is not 
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uncommon in the transportation industry at large. For example, 3 
United States airlines offer service from New York to Miami and 
from New York to Los Angeles; 2 American lines compete for traffic 
between Seattle and Japan and between New York and Eur ope. Like- 
wise, with respect to land transportation, there are numerous instances 
in which railroad lines parallel each other. Among them might be 
mentioned the New York Central and Erie between New York, 
Buffalo, Cleveland, and Chicago; the Seaboard Air Line and Atlantic 
Coast Line between Richmond, Savannah, and Jacksonville; the Great 
Northern, Northern Pacific, and Chicago, Milwaukee, St. Paul & 
Pacific between St. Paul, Minneapolis, Spokane, and Seattle, and the 
Missouri, Kansas & Texas and Missouri Pacific between Kansas City, 
Dallas, Fort Worth, and Galveston. 

The extent to which ship operating know-how is essential to the 
Nation in time of national emergency is graphically demonstrated by 
the fact that during World War II the War Shipping Administration 

found it necessary to employ the services of 95 general agents to man- 
age its dry-cargo fleet. In recruiting this number of companies with 
ship-operating experience the Nation had to draw from the ranks of 
not only its overseas and coastwise operators but also from Great 
Lakes companies, companies engaged solely in agency and charter 

business and even foreign-flag companies, expatriate allies of occupied 
countries. Between the end of the war and the present, 14 of the 
United States-flag companies have gone out of business, most of them 
having operated ships in our coastwise trades. 

Even during the Korean campaign, the National Shipping Au- 
thority employed 48 general agents, a substantial number of whom 
were employed in charter and agency or in the coastwise trades. 

Thus, it is evident that every means at our disposal should be used 
to maintain as wide diversity as possible of ship operating know-how 
both for the economic welfare and for the defense of the Nation. 

In summary, from an evaluation of each of the 4 factors previously 

mentioned, it is evident to me that multiple tracking has not been 
unduly prejudicial to the original subsidized operator and has not 
afforded an undue advantage to the additional subsidize operators. 
Moreover, in at least 3 of the 4 multiple track services, United States 
flag participation is high and our American fleet strong. As to cost, 
there is no conclusive evidence that the increased cost to the Govern- 
ment, if the existing subsidized operator were authorized to place ad- 
ditional vessels in the service, would be less than the cost of subsidiz- 
ing another company which had been previously operating in the same 
service on a nonsubsidized basis. 

While it is true that economies in items such as overhead might be 

effected if only one subsidized operator were placed in each essential 
service, it is also possible that competition between 2 or more operators 
has a healthy effect on the services of both companies. We see no 
basis for adoption of a subsidy policy which would adopt the chosen 
instrument policy of having not more than 1 subsidized operator on 
any 1 essential service. I think this would be contrary to the princi- 
ples of our American economy premised upon free competition, and 
would not be in the long term interest of our American merchant 
marine. We believe that the multiple tracking policy inherent in the 
1936 act has been properly implemented by the Federal Maritime 
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Board and its predecessors, and that this concept should continue on 
in the future. 

Once more, it evidences the farsighted legislative draftsmanship 
inherent in our 1936 act, for once more the pursuit of the 1936 act 
leads to a service to the public, to the commerce and to the national 
defense of this country. 

(The appendix referred to follows :) 
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LEGISLATIVE HISTORY OF SECTION 605 (c), List INDICATING SITUATIONS INVOLVING 
“DOUBLE TRACKING,” EXCERPTS OF LIMITATION LANGUAGE FROM APPROPRIATION 
Acts, AND Extracts FroM CONGRESSIONAL COMMENT PERTAINING TO “DOUBLE 
AND TRIPLE TRACKING” 
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Hearings before subcommittee of the Committee on Appropriations, House of Representatives, 

84th Congress, Ist session... ‘ 61 


LEGISLATIVE HISTORY OF SECTION 605 (0) 


(Appended to United States Maritime Commission Docket S—1 in vol. 3 U. .C. 
at p. 290) 


“If there were any doubt as to the legislative intent expressed in the language 
of section 605(0) it would be removed by an examination of the legislative history 
of the section. 

“The merchant marine bill, H. R. 8555, introduced by Congressman Bland, 
which passed the House in 1935, did not contain the clarifying language of 
section 605(0), ‘which would be in addition to the existing service, or services.’ 
8. 3500, the Copel: and bill, w hich was introduced in the Senate February 2%, 1936, 
aoiane tion of the latter bill under discussion oh the ex cception that the language, 
‘which would be in addition to the existing service,’ was added. The Guffy bill, 
S$. 4110, introduced February 27, 1936, enunciated a single-subsidy policy. S. 4110, 
however, was never reported out of committee. This restriction was deleted 
when the Guffy-Copeland compromise was drafted. The compromise was in the 
form of an amendment to H. R. 8555; it was introduced in the Senate May 
18, 1936, and ultimately became the Merchant Marine Act, 19386. As a substitute 
for the single-subsidy policy of the Guffy bill, the compromise included section 
536(a) of S. 3500, which is identical with section 605(0) of the 1936 act as 
presently worded, except for the addition of the words ‘or services’ and the 
changing of the word ‘Authority’ to ‘Commission.’ Section 536(a) of S. 3500 
had its origin in H. R. 7521, 74th Congress, a bill which preceded H. R. 8555. 
Committee Print No. 2 of that bill provided : 

“ ‘Sec. 506(b). No such contract shall be made with respect to a vessel to be 
operated on a service, route, or line, served by citizens of the United States, 
unless the authority shall determine that the service already provided upon such 
route or line is inadequate and that in the public interest additional vessels 
should be operated thereon.’ 

“At the time the Senate Commerce Committee had S. 2582 under consideration 
(the companion bill of H. R. 7521), which had been introduced by Senator Cope- 
land, Mr. Ira Campbell, representing the American Steamship Owners Associa- 
tion, appeared before the Senate committee and submitted a redraft of the bill 
which substituted section 508 in place of former section 506(b). Section 508 
was of the following tenor: 
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“ ‘Sec. 508. No contract shall be made with respect to a vessel to be operated 
on a service, route or line, served by citizens of the United States, unless the 
Authority shall determine, after proper hearing of all parties concerned, that 
the service already provided upon such route or line is inadequate, and that in 
the accomplishment of the purpose of this act additional vessels should be 
operated thereon.’ 

“In explanation of the redrafted section, the following is taken from the hear- 
ings (hearings on S. 2582, 74th Cong., Ist sess., p. 512) : 

“*The CHAIRMAN. That provides for a certificate of necessity, so to speak, does 
it not?’ 

“ “Mr. CAMPBELL. If the service is inadequate, then the new contract should be 
made. If additional vessels should be operated to accomplish the purposes of this 
whole act, the permission should be given. It does not make much difference 
whether you state it in this form or in some other form, so long as you adhere to 
the principle.’ 

“On the same day, May 7, 1935, Mr. Frank B. Barns, representing Mr. Arthur R. 
Lewis, founder of the Robin Line, also appeared before the Senate committee. 
In his statement he said that he was of the impression that the future of the Robin 
Line would be conjectural if the bill, as written, were adopted. He called atten- 
tion to the fact that Mr. Lewis’ company was inaugurating a service from New 
York to South and East Africa. Mr. Barns, in his interesting colloquy with 
Senator Copeland, forcefully appealed to the committee for Commission authority 
in the matter of the granting of dual subsidies. The following discussion appears 
in the hearings (hearing on S. 2582, 74th Cong., 1st sess., pp. 546-548) : 

“ “The CHAIRMAN. Your question is whether or not you would profit by the bill?” 

“‘Mr. Barns. The question is whether the marine authority would be obliged 
to consider our application for aid in operating assistance.’ 

“ “The CHAIRMAN. I do not think there would be any distinction. Any citizen 
of the United States has a right to apply both for a construction loan and for a 
subsidy.’ * * * 

“*The CHAIRMAN. I think the complete answer to your question is this: If you 
are to establish a new line and new service to a port already served by an Ameri- 
can line, you would in effect have to have a certificate of convenience and neces- 
sity. You know whatI mean. If you were establishing a service not now served 
by American ships, there would not be any question about your right to a differen- 
tial, and you would not, as a matter of fact, under the bill as written, with the 
approval of the authority, establish a tentative line.’ 

““*‘Mr. Barns. I think it helps one having vessels of the type which I have men- 
tioned, feeling that with this act he can go to the authority and get not only assist- 
ance for any reconditioning that may be necessary, but can get the benefit of the 
operating help which will put him on a parity with the foreign vessels that are 
operating to those same ports. That is what I felt especially concerned about— 
being able to get the operating subsidies so that we may operate to those ports in 
competition with the foreign ships.’ 

“*The CHAIRMAN. Of course, you would have to run the gauntlet of the author- 
ity. They would pass upon the wisdom or the unwisdom of establishing a new 
service to ports already served by American vessels. But if you succeeded in con- 
vincing them, then it would be entirely acceptable, 

“Mr. BarNs. That is the only thing that is questionable—whether or not the 
bill as drawn now places one in a position of having to obtain a certificate of 
necessity, so to speak. As long as there are foreign companies operating ves- 
sels——’ 

““The CHAIRMAN. Are you speaking for foreign companies?’ 

“‘*Mr. Barns. I say, there are foreign companies that are operating between 
New York and Africa today in competition with American companies that are 
operating. There will still be, with our going into the field, these foreign com- 
panies operating ; and as long as there is a foreigner able to do business there, it 
seems to me assistance should be given to any American citizen who is willing 
to go in.’ 

“‘The CHAIRMAN. I think the language of the bill is to the effect of whether 
that service is adequately covered. That would be for the authority to determine.’ 

“Mr. Barns. Well, it would be pretty narrow construction to say that it was 
adequately covered by an American shipowner as long as there is a foreigner 
carrying goods there to any extent.’ 

“ ‘Mr. McAuliffe, President of the Isthmian Steamship Lines, filed a brief with 
the Senate committee also urging Commission authority to grant dual subsidies, 

the brief reading as follows (hearings on S. 2582, 74th Cong., 1st sess., p. 564): 
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I have only one question to place before your committee, and that is whether 
the financial aid provided by this legislation is to be used to place American ves- 
sels upon a competitive basis with foreign vessels, or whether it is to be used 
to enable one favored American operator in each trade route to obtain all the aid 
and force his American competitors out of business. The former will build up 
the American merchant marine while the latter would promote a monopoly in 
the hands of a few at the expense of the Government, and would eventually de- 
stroy our merchant marine through inefficiency and decay. 

““The bill very properly makes the aid available to every citizen of the United 
States, and, on the face of it, that would seem to answer the question. Yet there 
seems to be an impression or understanding with many that, in the administration 
of the act, preference would be given to one operator in each route or service, and 
that no American competitor would share in the aid until the preferred operator 
had received all the aid he desired, and refused the contract for any additional 
vessel or vessels which the authority might determine should be operated in that 
route or service. Thus, only in the event that the preferred operator refused aid, 
could another American operator obtain aid. Of course, the understanding is that 
the preferred operators would be those who are now enjoying mail contracts. 
This impression or understanding may be right or wrong; but, to avoid any possi- 
bility of the act being so administered, and to relieve the authority of the impor- 
tunities which would certainly be addressed to it for such administration, we 
urge that the wishes of Congress on this question be expressed clearly in the act.’ 

“This brief was accompanied by a proposed amendment, the effect of which 
would be that where two or more applicants requested financial aid in a particu- 
lar service no financial aid should be granted to one applicant which would grant 
an advantage or preference in favor of one over the other, and that if there 
were two competing lines and they had justified their existence over a number of 
years, they should be equitably treated in the apportionment of governmental 
assistance. Mr. McAuliffe also appeared before the Merchant Marine and Fish- 
eries Committee and filed the same amendment. 

“On March 9, 1936, Mr. Barns again appeared before the Senate committee 
and urged that the clarifying words ‘or services’ be inserted in the first sentence 
of subsection 605 (c) following the words ‘which would be in addition to the 
existing service.’ (Hearings on §, 3500, 74th Cong., 2d sess., pp. 183-85.) How- 
ever, H. R. 8555 with the Senate amendments, when presented to the Senate, did 
not contain the suggested wording. When the bill (H. R. 8555) was under con- 
sideration, an amendment offered by Senator O’Mahoney incorporated this lan- 
guage into the bill and it ultimately became part of the 1936 act. The following 
is taken from the Congressional Record of July 19, 1936 (80 Congressional Rec- 
ord, p. 10076) : 

“‘Mr. O’MAHONEY. Mr. President, I desire to offer an additional amendment, 
if I may have the attention of the senior Senator from New York. On page 52, 
line 6, I move to insert, after the word ‘service,’ the words, ‘or services.’ That 
is merely a clarifying amendment, designed to eliminate the possibility that the 
use of the word ‘service’ in the signular might operate to prevent carrying out 
the remainder of the section. Will the Senator from New York accept that 
amendment? 

“ ‘Mr. Copen.anp. I have no objection to the amendment.’ 

“*The PRESIDENT pro tempore. The question is on agreeing to the amendment 
offered by the Senator from Wyoming (Mr. O’Mahoney), to the amendment in the 
nature of a substitute.’ 

“The amendment to the amendment was agreed to.’ 


, 


LIST OF SITUATIONS INVOLVING DOUBLE TRACKING 


Instances where the Federal Maritime Board or its predecessor agency, the 
United States Maritime Commission, considered applications for operating sub- 
sidy and awarded contracts in situations involving so-called double and triple 
tracking: 

(a) American South African Line, Ine., Seas Shipping Company, Inc.— 
Applications for operating-differential subsidy in the operation of vessels to 
South and East Africa—Docket No. S-1 (3 U. 8. M. C. 277), decided August 
5, 1938. 

(b) Pacific Argentine Brazil Line, Inc.—Application for operating-differ- 
ential subsidy (trade route 24)—Docket No. S-12, 3 U. 8. M. C. 357, decided 

November 5, 1948. 
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(c) Pacific Transport Lines, Inc. (Docket No. S-18), and Pacific Far East 
Line, Inc. (Docket No. S-19)—Applications for operating-differential sub- 
sidy (trade route 29, service 2), 4 F. M. B. 7, decided April 8, 1952, affirmed 
December 31, 1952, 4 F. M. B. 136. 

(d) Bloomfield Steamship Co.—Application for operating-differential sub- 
sidy on trade route No. 13, service 1, and trade route No. 21, service 5 
Docket No. S-—34, decided June 30, 1953, modified November 18, 1953, 4 
F.. M. B. 349 by denying subsidy on trade route No. 13. 

Instances where section 605 (c) double tracking situations were considered 
by the former United States Maritime Commission and subsidy contracts were 
not awarded for various reasons : 

(1) Bloomfield Steamship Co. and Lykes Bros. Steamship Co., Inc—Appli- 
ations for financial aid in the operation of vessels on trade route No. 15B 
Docket No. S44, 3 U. S. M. C. 299, decided November 8, 1946. (Reason— 
Title VI aid unnecessary at the time to promote the foreign commerce of the 
United States on trade rotue No. 15B.) 

(2) United States Lines Co., American President Lines, Lid., and Ameri- 
can Export Lines, Inc.—Applications for operating-differential subsidy on 
trade route 17 decided June 9, 1947. (Reasons—<As to proposed services of 
United States Lines and APL adequate service was found to exist, as to 
American Export’s proposed service, no evidence to indicate inadequate 
existing service. ) 

(3) American Hawaiian Steamship Co.—(Parts of trade route Nos. 28, 
29, and 30) and Grace Line Inc. (trade route No. 29).—Applications for 
operating-differential subsidy, decided June 9, 1947. (Reasons—No evidence 
to justify granting aid to additional operators or that service is not ade- 
quately covered. ) 

(4) Oceanic Steamship Co. and States Steamship Corp.—Applications for 
operating-differential subsidy (trade route No. 30), decided June 9, 1947. 
(Reasons—Oceanic’s application voluntarily withdrawn; as to States, con 
ditions of the trade at the time did not appear to warrant the subsidizing 
of another operator on this trade route. ) 

(5) Arnold Bernstein Steamship Corp., Black Diamond Steamship Corp.., 
and United States Lines Co.—Applications for financial aid in the operation 
of vessels on trade routes Nos. 7 and 8—Docket No. S-10. 3 U.S. M. C. 351, 
decided February 18, 1948. (Reason—Trade routes 7 and 8 declared sepa- 
rated and applications denied. ) 

(6) Arnold Bernstein Line, Inc.—Application for operating-differential 
subsidy for operation of a passenger and cargo service on trade route No. 8 
Docket No. S-13. 3 U. S. M. C. 362, decided March 21, 1949. (Vessels in- 
tended to be acquired for service from Government became unavailable 
because of emergency. ) 

(7) Shepard Steamship Co.—Application for operating subsidy, trade route 
No. 1—Docket No. S-14. 3 U. S. M. C. 366, decided March 21, 1949. (Rea- 
son—Vessels sold before requisite statutory determinations made.) 


Court decision bearing on section 605 (c) multiple tracking 


In the case of American President Lines, Ltd. v. Federal Maritime Board et al. 
(112 F. Supp. 346 (1953)), action was brought for a declaratory judgment 
and injunction to set aside a grant of subsidy by the Federal Maritime Board 
under title VII of the Merchant Marine Act of 1936, as amended, to Pacific Far 
East Line, Inc., and Pacific Transport Line, Inc., on an essential trade route over 
which APL was already operating as a subsidized operator. The contention 
was made that the subsidies were illegally allowed in that the Board failed to 
make the necessary prerequisite finding under section 605 (c) that it was neces- 
sary to enter into said contracts to provide adequate service by vessels of United 
States registry. The district court found that such administrative finding was 
unnecessary since the Board had determined under section 605 (c) that such 
subsidies would not give undue advantage or be unduly prejudicial as between 
citizens of the United States. The court’s review of the Board’s action was 
premised on the fact that where an agency exercised its discretionary authority, 
any judicial review, when authorized by the Administrative Procedure Act, was 
limited to a determination whether such agency had acted illegally in trans- 
cending the limitations and procedure prescribed in the statute. It appears 
implicit from the court’s finding and opinion “that the Board did not transcend 
any of the limitations of section 605 (c) in granting subsidies to the two de- 
fendant steamship lines’, that so-called double and triple tracking is not illegal 
under the Merchant Marine Act of 1936, as amended. 
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EXCERPTS OF LIMITATION LANGUAGE FROM VARIOUS APPROPRIATION ACTS 


Public Law 121—8j4th Congress, Ist session (fiscal year ending June 30, 1956) 


“Provided further, That no contracts shall be executed during the current 
fiscal year by the Federal Maritime Board which will obligate the Government 
to pay operating differential subsidy on more than one thousand nine hundred 
and fifty voyages in any 1 calendar year, including voyages covered by contracts 
in effect at the beginning of the current fiscal year, of which not less than one 


hundred and twelve shall be for operators who have not held contracts prior 
to July 1, 1955.” 


Public Law 471—83d Congress, 2d session (fiscal year ending June 30, 1955) 


“Provided further, That no part of the foregoing appropriation shall be avail- 
able for obligation, nor any obligation made, for the payment of an operating- 
differential subsidy for any number of voyages, during the current fiscal year, 
in excess of sixteen hundred, which number shall include the number of voyages 
under contracts hereafter awarded and of which not less than one hundred 


and twelve shall be for operators who have not held contracts prior to July 1, 
1952.” 


Public Law 195—88d Congress, 1st session (fiscal year ending June 30, 1954) 

“Provided further, That no part of the foregoing appropriation shall be avail- 
able for obligation, nor any obligation made, for the payment of an operating- 
differential subsidy for any number of voyages, during the current fiscal year, 
in excess of sixteen hundred, which number shall include the number of voyages 
under contracts hereafter awarded and of which one hundred shall be for op- 
erators who have not held contracts prior to July 1, 1952.” 


Public Law 455—82d Congress, 2d session (fiscal year ending June 30, 1953) 


“Provided further, That no part of the foregoing appropriation shall be avail- 
able for obligation, nor any, obligation made, for the payment of an operating- 
differential subsidy for any number of voyages, during the current fiscal year, in 
excess of sixteen hundred, which number shall include the number of voyages 
under contracts hereafter awarded and of which one hundred shall be for 
operators who have not held contracts prior to Juiy 1, 1952.” 


Public Law 187—82d Congress, 1st session (fiscal year ending June 30, 1952) 


“Provided further, That no part of the foregoing appropriation shall be avail- 
able for obligation, nor any obligation made, for the payment of an operating- 
differential subsidy for any number of voyages, during the current fiscal year, in 
excess of fifteen hundred and twenty-two, of which three hundred and seven 
voyages shall be for vessels owned by companies or individuals who, on July 1, 
1951, had no operating-differential subsidy contract with the Federal Maritime 
Board, and which number shall include the number of voyages under contracts 
hereafter awarded.” 


Public Law 759—81st Congress, 2d session (fiscal year ending June 30, 1951) 


“Provided further, That no part of the foregoing appropriation shall be avail- 
able for obligation, nor any obligation made, for the payment of an operating- 
differential subsidy for any number of ships in excess of the number of two 
hundred and sixty-three, unless a certificate has been received from the Director 
of the Bureau of the Budget, with the approval of the Secretary of Defense, that 
an operating-differential subsidy is required for a larger number of such ships 
in connection with national defense.” 


FINAL REPORT OF THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, UNITED 
STATES SENATE, 81ST CONGRESS, 2D SESSION, PURSANT TO SENATE RESOLUTION 
50—REPORT 2492 


[P.33] “Another trade-route problem which was brought to the attention of the 
subcommittee was that of ‘double tracking’ or the subsidization of more than one 
line ina trade route. In testimony before the subcommittee the executives of most 
of the subsidized lines agreed that to restrict the subsidization of shipping in 
foreign trade routes to one company was not in consonance with the spirit of the 
1936 act, but that there should be convincing evidence of the inadequacy of exist- 
ing service before parallel American-flag companies might be awarded subsidy 
eontracts. One nonsubsidized operator, who foresees the day when he might 
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need subsidy aid in certain routes already being served by other American-flag 
operators, expressed the opinion that— 

“ *We have never subscribed to any such theory (a contractor having exclusive 
rights in a trade route), as we have always felt that the principle of freedom 
of the seas, for which our Nation has always stood, is a good one for us to hold 
on to, and we believe that it should be applicable in all considerations of operat- 
ing differential subsidy.’ 

“The problem of double tracking was considered by the 74th Congress in the 
debate and hearings on the original bill which later became the Merchant Marine 
Act. It was specifically written into the act that double subsidies in a trade route 
were not to be excluded, but that it should only come about after hearings for 
the purpose of determining the adequacy of existing service. 


* * * - * * + 


“The problem is not one of deciding whether dual subsidies is or is not intended 
in the 19386 act, but only that of determining what is adequacy of service and what 
isnot. This is a question of fact. The members of the subcommittee reaffirm the 
intent of Congress and are satisfied that the language of section 605 (c) is suffi- 
ciently definitive of adequacy for guidance of the Federal Maritime Board in 
making its finding.” 


EXCERPT FROM HOUSE REPORT 753, 82D CONGRESS, 1ST SESSION 


[P. 12] “* * * the conferees on the part of the House point out that for several 
years the House has been urging that the monopoly which presently exists in con- 
nection with operating-differential subsidy shipping contracts be broken. The 
former Maritime Commission showed little inclination to break the monopoly and 
it is believed that the present Federal Maritime Board is favoring the monopoly. 
The present Maritime Board which has been in office during the past year, has ap- 
proved long-term contracts covering a maximum of 379 voyages for 2 companies 
and there are contracts for a maximum number of 842 voyages pending for 10 
companies that have not been renewed, all of which are for companies which have 
heretofore enjoyed long-term subsidy contracts. It is the understanding of the 
conferees that the Maritime Administration, both past and present, in renewing 
these long-term contracts have increased the minimum and the maximum number 
of voyages by the present holders of contracts, rather than decreasing them, to 
the exclusion of new applicants. The members of the conference committee in- 
sist that the number of voyages of the companies who enjoy and have enjoyed the 
benefits of subsidized operating-differential subsidy contracts since the inception 
of the law in 1937, be reduced so that other companies or individuals who have 
not enjoyed these benefits be permitted to do so. The managers on the part of 
the House will recommend that a flat limitation of 1,522 voyages be allowed. 
That number is in excess of the number of voyages approved in recent years by 
88. These subsidized voyages have increased practically every year. The man- 
agers on the part of the House will recommend that 307 of the 1,522 voyages 
allowed be set aside for companies who have not participated heretofore in these 
subsidies. The conferees are of the opinion that it is grossly unfair for a monop- 
oly to exist between 13 or 14 companies in this field and that the monopoly should 
be broken.” 


HEARINGS BEFORE THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, HOUSE OF 
REPRESENTATIVES, 80TH CONGRESS, 2D SESSION, ON HOUSE JOINT RESOLUTIONS 377, 
398, 412, AND 413 


(March 17, 23, 31, April 1, 7, 8, 22, 28, 29, 30, May 6, 12, 13, 14, 1948) 


[P. 238] “The CHatrMAN.’ Referring to page 6 of your statement (a), by that 
I presume that you mean a subsidy. Is it not desirable, if there is a need for 
ships, that subsidies or Government aid be available to all people in the shipping 
industry on the same basis? 
wa BaiLey. I think it is. I find nothing in the 1936 act which would preclude 
that. 

“The CHAIRMAN. Is it the present difficulty, under the 1936 act, that only 12 or 
13 people can get it? 


Mr. Weichel. 
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“Mr. Battey. Mr. Chairman, I take it you are now directing your attention to 
the matter of administration of the act. That is entirely a different question. 
There is nothing in the act itself which restricts it to any company or particular 
class of companies. I take it that the 12 companies then are the ones who have 
submitted their applications and have met the conditions which the administrat- 
ing agency has imposed. Whether those conditions are correct or proper ones is 
a matter for the administrative agency. But, there is no restriction in the act. 

“The CHAIRMAN. There is no restriction in the act upon aiding every shipping 
company? 

“Mr. Battey. Under these same conditions. 

“The CHAIRMAN. Under the same conditions? 

“Mr. BAaILey. That is right. 

“The CHAIRMAN. In other words, in order to maintain an American merchant 
marine on the high seas, that is the purpose of it? 

“Mr. Battery. That is quite correct, sir. 

“The CHAIRMAN. And to have a sufficient number of ships, or a sufficient ton- 
nage, that might be available in times of war. That is one of the purposes—the 
principal purpose, probably. 

“Mr. Battey. That is right, sir. 

“The CHAIRMAN. In the administration of the 1936 act it seems that only a few 
people are granted the aid, and all the others, some 75 companies or more, are not 
granted such assistance. Would it not be advisable that every company have the 
same opportunity to draw on the Government Treasury on the same basis, so that 
the Government might have these ships? That is what I am getting at. 

[P. 239] “Mr. Battery. Mr. Chairman, there is nothing in the act now, and cer- 
tainly nothing which the Congress or this committee has done, which restricts 
any particular American citizen from the same opportunities, under the act. Of 
course, we do not look at it as drawing on the Government Treasury, sir. We 
look at it as getting an amount which equalizes American economic opportunities. 

“The CHAIRMAN. I am not saying that in any disparaging way. It is an ab- 
solute need for you if you are going to have an American merchant marine 
People who operate privately should at least have a chance to have aid, if you 
are going to require it for the national defense. So, I do not say that in a dis- 
paraging manner. 

“The only thing I am trying to say is that everyone should have the same 
opportunity. 

“Now, evidently, in the administration of the 1936 act—and I agree with you 
that there is noting in the act which restricts it to a few people—when the war 
came on, and during the war and since the war, there have been claims that 
the American merchant marine is not sufficient, which is probably true, but 
nevertheless everyone has an opportunity, and it is administered equally for all. 
then you will not have the number of ships you will require. [Emphasis added.] 

“Mr. BarLey. Mr. Chairman, the people I represent are the people who are 
largely operating under the subsidy contracts. I know of none of them who ex- 
pect any special privilege. 

“The CHAIRMAN. I mean, everybody cannot get into it. That is what I am 
saying. We have had testimony under the 1946 act, for instance, that if X 
company has a line from New York to Liverpool, and it operates four ships, and 
some other company wants to come in, and there is additional business, instead of 
another company being permitted in, they still allow the expansion of the com- 
pany on the line to the exclusion of everyone else. [Emphasis added. ] 

“That does not make for an American merchant marine, does it? 

“Mr. Bartey. That again is a matter of administrative policy by the Maritime 
Commission. The people who operate under these contracts now have never con- 
tended for any special privilege. 

“Of course, you must bear in mind that it is not just the number of operators 
you put on the seas that is going to affect in direct proportion the size of your 
merchant marine. It is the amount of business available for those ships on a 
competitive economic basis. But, that has no bearing on any special privilege for 
any special group. 

“The CHAIRMAN. The present administration of it is that of the chosen in- 
strument is it not? Where you go out and just take a certain restricted group 
of people? To remedy that what we do have? We have just two choices. To 
throw out everybody who has administered it, or else there should be something 
in the law to the effect that every person has an equal opportunity on a ship basis. 
[Emphasis added.] 
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[P. 240] “How are you going to keep our people interested in privately build- 
ing an American merchant marine if you have only 12 people getting the benefits, 
with no one else having an opportunity ? 

“There are just two possible remedies. Throwing out the administration or 
some legislation. Which way should you suggest? 

“Mr. BarLey. I think they all had the same opportunities from the time the 
act was originally passed. [Emphasis added. ] 


* * * * * = * 


{P. 241] “The CHarRMAN. That is what happened, and those companies are 
able to have the Government aid to the exclusion of all the other companies, and 
yet we expect to maintain a private American merchant marine. If you repre- 
sent two-thirds of the industry, how should it be done legislatively? You know 
how it has worked out administratively. It has not worked out so that two-thirds 
of the industry have all had the same opportunity. It has not worked out that 
way administratively, has it? 

“Mr. Battey. There are, as you point out, a limited number of companies 
who have these contracts. 

“The CHAIRMAN. That is right. That is how it has worked out administra- 
tively. Now, the desirable thing would be to have a privately owned American 
merchant marine; it is not desirable usually, nor in the public interest, that it be 
confined to a few people. At least the American ideal is that everybody have 
an equal opportunity on an equal basis to provide the American merchant marine, 
and have the use of Government money, because it is in the interest of the Gov- 
ernment and national defense. 

“Now, you know how it has worked out administratively. What can be done 
legislatively so that all may have the same benefits, either on a ship basis, or 
some basis. It has not been done administratively. I take that for granted. 
The facts speak for themselves. In order to bring it about, how would you do it 
legislatively? What should we do? 

“Mr. Bartey. Mr. Chairman, I represent the people who operate under those 
contracts and a large number of people who do not. If any one of those should 
come to me with the same question that you have just propounded, I would say 
to them: ‘The law is wide open. You have the same rights, opportunities, and 
privileges under the law. You should go to the administrative agency, make out 
your case, tell them what you are willing to do, present your arguments, and 
then it is up to you to convince the administrative agency that you can render 
service which would be in the public interest 

“The CHAIRMAN. That is like being a citizen of the United States. [Emphasis 
added. ] 

7 * + © * * * 

[P. 245] “The CHatrMAn. I do not make any charges against the organiza- 
tion. With reference to the administration of the law as it is now carried on, 
and with reference to the facts, as to all the people engaged in the shipping 
business, you say that the law gives everybody the same chance, but the admin- 
istration does not. As to the administration of it, so that more people, or all 
people who want to help to maintain a privately owned American merchant 
marine, have you any suggestions whereby the administrative agency might 
make available to more people, and to all on the same basis, the same aid, where 
they are than just to 12 companies? What suggestions do you have as to how 
the administrative agency should do that? If you do not have any, that is all 
right. 

“Mr. Bartey. I do not have any. 

“The CHAIRMAN. That is all right. That answers the question then. 

“In other words, if the committee or somebody else could pick out some new 
legislation to carry it out on a broader basis, that would probably be the only 

vay, because administratively no one seems to have the solution. Of course, 
they are the boss, there is no question about it. 

“Mr. BattEy. Mr. Chairman, if the committee has any suggestion to make to 
the administraive agency I take it they will make that suggestion. 

“The CHAIRMAN. Evidently it has to be more than suggestion. It has to be 
by force of law, because administratively it is as you stated. 

“Mr. Bartey. I think it is a little difficult to pass judgment on those without 
knowing the facts in each particular case. I do not know why any particular 
one was not accepted. 
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“The CHAIRMAN. I am not talking about one who was or was not. There 
should be the same opportunity for everyone. If we are going to have a great 
many ships, that is, and an American privately owned merchant marine, we 
cannot have just 12 companies in it. 

“Mr. Bartey. I agree with you.” 


HEARINGS BEFORE THE SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
HOUSE OF REPRESENTATIVES, 82D CONGRESS, 1ST SESSION-——PART 2 


[P. 1461] “Mr. Pur.iies. Now, I want to come back to the question of the 
operating subsidies, if I may. On page 610 you show 16 operators who are on 
the list for a differential subsidy as being entitled to or eligible for a differential 
subsidy. We had some argument each year, especially last year, in an attempt 
to limit the operating subsidy so that this committee would know the field in 
which they might be confined, and yet not create a monopoly. It seemed that 
the method we took last year unintentionally leaned toward monopoly. We 
limited the number of vessels, which necessarily confined the subsidy to the ves- 
sels owned and operated at that time by the 16 companies. That is, it was then 
13 or 14, but it would be 16 for next year. 

“Now, I am right in that, am I not, that there is a tendency toward monopoly ? 

“Admiral CocHRANE. I think that is unquestionably true, sir. 

“Mr. Pui_iips. My next question then has to do with certain vessels with 
which I am familiar. As I remarked last year, I represent a desert district with 
only the Salton Sea in it, and we are not sailing many ships on that sea, and 
still I seem to be one Congressman who is most interested on this subcommittee in 
the maritime problem. 

“On page 605 herein are two Pacific coast lines which are know to me—the 
Pacific Far East Line and the Pacific Transport Line. The situation with them is 
this—and correct me, if I am not right: They have applications in. The appli- 
cations have not yet been approved. Therefore they cannot, under the present 
restrictions, make themselves eligible for differential subsides. They may not 
need subsidies. There is no evidence yet, or no assurance yet, that they will 
need subsidies; but in order for any line such as these two—and I presume the 
others on the list on page 605—in order for them to go out and offer their services 
to prospective customers and prospective users of their services, they have to be 
assured that they can promise continued sailings, and that they can continue to 
make good on the proposals which they make to their prospective customers that 
they will be able to carry the goods that are consigned to them to carry. Unless 
they are on a list which would make them eligible for operating subsidies, they 
cannot offer themselves in that way to their customers. Am I right in that? 

“Admiral CocHRANE. They cannot assure that they will be able to continue to 
run a liner service. 

“Mr. Puitiips. That is right. Therefore, in fairness to the maritime program 
of the United States we should make it possible for other lines to be included 
in the list, and not confine it to a group already established, of some 16 companies, 
for next year, which would in effect encourage monoply. That being the case, 
will any language in the bill as presently before us still confine it to the establish- 
ment of a monopoly ?” 





HEARINGS BEFORE THE SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS HOUSE 
OF REPRESENTATIVES, 82D CONGRESS, 2D SESSION, SUBCOMMITTEE ON INDEPENDENT 
OFFICES—PART 2 
















Limitation of voyages 


[P. 821] “Mr. Puriurps. I would like to come back finally to the number of 
vessels for a moment. It seems to me that the number set last year of 1,215 by 
this committee, after quite a problem in coming to a determination, really made 
no hardship for the lines; in particular, no definite hardship for subsidized lines. 
The ones who are complaining of hardship in my hearing are the lines that had 
aoe vessels, and then expected to get some of the voyages under the 307 
ines. 

“Has there been any hardship upon the subsidized lines because of the limita- 
tion of voyages? 

“Admiral CocHRANE. The greatest difficulty that ensued with the limitation 
as it was applied in the last appropriation act was that which prescribed the 
awards to companies that had already a subsidy. 

‘ ~ » * © « ” 
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“Mr. PHILLIPS. 70 my mind, it was a means of preventing a monopoly. It may 
be an experimental matter as yet, but I cannot see that in the fiscal year it has 
seriously handicapped the subsidized lines except in the one case where the sub- 
sidized line expected to get in on the 307 voyages. [Emphasis supplied.] 

“Admiral CocHRANE. There are several of those. 

“Mr. PHILLIPS. My point is this: if Congress had the cooperation from the 
subsidized lines in working out the actual number of voyages, for which they 
were compelled to have a subsidy in order to operate, we would not have any 
great difficulty, would we? 

“Admiral CocHRANE. I do not quite follow you. 

“Mr. PHivipps. You do not, because it is not clear to me. The point is, as to 
the 1,215, that limitation has resulted in no serious damage to the subsidized 
lines, and, therefore, instead of the weeping and wailing, if we should work out 
the actual number of voyages needed by these same lines, for subsidy, there would 
be very little difficulty then, would there? 

“Admiral CocHRANE. I think that is true. Actually what happened was that 
we get 10 percent less number of voyages. 

“Mr. PuHILLIps. Was there anything in the current economic condition that 
caused that? 

“Admiral CocHRANE. No. We have worked with each of these services. As 
a matter of fact, in every case we have worked to get as many people into the 
service so there could be a normal schedule from the United States, say, to 
Northern Europe, in order that they could .[p. 822] provide a schedule just like 
the railroad schedule, that is, on a biweekly basis, 26 sailings each year: and 
others on a weekly basis, 52 sailings every year, in order to provide complete 
coverage and have the ships sail on those schedules, whether they are full or not. 

“At the moment they are pushing it pretty well. 

“Mr. PHILLIPS. What is your recollection of the number of voyages for next 
year for the previously subsidized lines? 

“Admiral CocHRANE. For the previously subsidized lines and services it is 
1,346, which is only 6 more than we have now requested this year. 

“Mr. Puiviips. I think this committee wants to set the number of voyages 
that are absolutely necessary, and would like to have cooperation from the lines 
involved. 

‘“‘Now, I come to the matter of the 307: In my mind it was very clear what we 
intended; we wanted that to be used for ships that had not previously been 
subsidized. 

“You have testified that two of those lines were Pacific lines.” 

Pacific Far East and Pacific Transport cases 

“Admiral CocHrane. The Pacific Far East and the Pacific Transport. 

“Mr. PuiLires. Why has it taken so long to straighten that out; was it the 
fault of the lines or because of the delay in the Maritime Commission? 

“Admiral CocHRANE. I think both have been involved in that. 


* * * . * * * 


“Mr. Pniiiies. Have you any idea now how long it is going to take before 
that is settled? 

“ADMIRAL COCHRANE. The record has been reviewed, and I think the major 
question to be considered by the Board will be taken up soon, which involves a 
very complicated situation— 

“Mr. Puriuirs. Certainly those two companies were of the type the subcom- 
mittee had in mind when it wrote in the special limitation of 307 voyages. but as 
I recall, without referring to the record of last year, there were several other 
companies—I recall one company in [p. 823] New England that complained 
had not gotten under the wire with its application. I think two Pacific co 
had their application in before that time.” 






HEARINGS BEFORE THE COMMITTEE ON MERCHANT MARINE AND FISHERIES s 
OF REPRESENTATIVES, 82D CONGRESS, 1ST SESSION, ON PROPOSED AMENDMENTS 
THE 1936 MERCHANT MARINE ACT 

(May 6, 7, 13, 14, 20, 21, 27, June 3, 4 and 17, 1953) 

Part 1 
[P. 104] “Mr. WeIcHEL. We will ask them for all the information we should 

have. 

“T would like to ask Mr. Bailey a few questions with reference to the existing 
law. Is it your position that under the present law every American citizen can 
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apply for a subsidy on the so-called regular routes and the only people who 
cannot apply in the foreign trade are the so-called tramp operators. 

“Mr. BatLtey. They can not. 

“Mr. WEICHEL. Yes, I know that, but outside of the tramp operators, anyone 
else can apply to the Maritime Board for a subsidy on a particular route. That 
is true, is it not? 

“Mr. BaILey. Yes. 

“Mr. WEIcCHEL. The Maritime Board has designated the routes and they might 
designate some more—when and if, no one knows—but up to now they have 
selected a number of routes. 

“Now, having selected those who get the routes, those people will continue to 
operate under contract with operating subsidies, isn’t that correct? 

“Mr. Bartey. They are under contract for specific periods of time. 

“Mr. WeicueL. They will continue. Now, no other operator can come in. Sup- 
pose there are more ships needed on the route, can another line make an appli- 
cation? Suppose the X Line has a subsidized route and they operate five ships 
and there is more business desired for American-flag ships on there. That 
company will add the five ships but someone else cannot make an application for 
the business on that line; is that so? 

“Mr. BarLey. Oh, yes. 

“Mr. WrEICHEL, They can make it but no one else can get there if someone is 
already in. 

“Mr. BarLey. No; the records are to the contrary. [Emphasis added.] 

“Mr. Weicuer. Take these routes. For all practical purposes the subsidized 
operators have it as long as they want it if they comply with what the Maritime 
Board wants and someone else cannot come in and put additional ships in 
on a subsidy. 

Mr. Batiey. Oh, yes, they can. [Emphasis added. ] 

[P. 105] “Mr. Weicne.. If the Maritime Board gives it to them. Could you 
inswer it that way, if it once gets a designated route and a contract, for all 
practical purposes someone else cannot operate on that route and get a subsidy. 
In other words, as long as the people who have it want to put on additional 
ships, they are the ones who will be permitted to do so? 

“Mr. Bartey. If I must answer that ‘Yes’ or ‘No,’ I must answer ‘No. 

“Mr. WetcneL. Unless the Board permits it. 

“Mr. Bartey. The Board has certified 3 additional operators on 3 additional 
routes. The Board found the public interest would be served by adding two more 
American operators, and they have added them, and that is not the only route. 

“Mr. Weicuet. They may add an additional operator, but they may say to 
the operator on the route, ‘You can add additional ships.’ 

“Mr. Bartey. They could do either. 

“Mr. WerIcnet. That is what I mean. 

“Mr. Battey. But the record shows they have added additional operators. 
There are 3 routes which are double track, so to speak, and 1 is triple track. 

“Mr. Weicnet. But they can add additional operators or tell the other oper- 
ators to put on more ships. They can do either one; is that right? 

“Mr. BarLey. It is difficult to answer ‘Yes’ or ‘No.’ 

“Mr. Wetcue.. They can put on additional operators or tell the operators to 
put on additional ships, and if they do not put on additional ships, then they 
can put on additional operators. 

“Mr. Bartey. The operator on the route may increase his service and the other 
operators may make an application to go on the route with additional service. 

‘Mr. Suevrey. Is there a hearing on that? 

“Mr. Bartey. Yes: there is a hearing. The Board holds hearings and deter- 
mines what shall be done. 

“Mr. Weicuet. Are those public hearings? 

“Mr. BAILry. Yes, sir. 

“Mr. Wetcuner. Until recently they have not been. Formerly they were not. 

“Mr. Battey. I don’t know when that started. I wouldn’t like to say that 
from memory. 

“Mr. Wertcner. While everybody can apply for a subsidized route and a con- 
tract, as a practical thing those people who have the routes will continue to 
benefit. They will not throw them out and put somebody else in. 

“Mr. Battey. They do not throw them out, but they can put somebody else 
on if the circumstances require it. If any operator makes an application to in- 
crease his number of sailings and nobody else applies for it, there is only one thing 
for the Commission to do.” 
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HEARINGS BEFORE SUBCOMMITTEES OF THE COMMITTEE ON APPROPRIATIONS, 


HOUSE 
OF REPRESENTATIVES, 84TH CONGRESS, 1ST SESSION 


Number of subsidized lines 


[P. 169] “Mr. THomaAs. How many subsidized lines do you have on the books 
now? 

“We used to call it the ‘Club 13.’ Is it the ‘Club 16’ now? 

“Mr. RoTHSCHILD. Club 16; yes, sir. 

“Mr. THoMAsS. You have a limit of 1,600 voyages set for the group this year? 

“Mr. RorHscuibp. Yes, sir. 

“Mr. THomas. And 112 of them were reserved to the boys trying to get in the 
club? 

“Mr. RoTHSCHILD. The newer operators; yes, sir. 

“Mr. THomMaAs. Have you permitted any addition to the club during calendar 
year 1954? 

“Mr. ROTHSCHILD. I think we executed one subsidy contract in the early part 
of calendar year 1954, Mr. Thomas. 

“Mr. THomMAs. Which club was that? 

“Mr. RoTHscHILp. Bloomfield. 

“Mr. Tuomas. How many sailings did you give them? Do you recall? 


“Mr. ROTHSCHILD. They have a contract which calls for a minimum of 16 
sailings, and a maximum of 21 sailings.” 


APPENDIX B 
BACKGROUND OF MULTIPLE SUBSIDY AWARDS 


TRADE ROUTE 15—A (UNITED STATES ATLANTIC PORTS—SOUTH AND EAST AFRICA) 

Until 1948, Farrell Lines Inc., was known as the American South African 
Line, Ine., which, in 1925, had purchased the line from the Government 
through the process of competitive bidding. Prior to the passage of the Mer- 
chant Marine Act, 1986, American South African Line operated with the aid 
of mail pay under an ocean-mail contract executed pursuant to the terms of the 
Merchant Marine Act of 1928. On June 17, 1937, the ocean-mail contract was 
canceled and a temporary operating-differential subsidy agreement was entered 
into as of the same day. This agreement, which required the operator to under- 
take to replace several of its old vessels with new construction, was temporarily 
extended several times to provide this operator ample time to meet its replace- 
ment obligations. Normally the temporary agreement would have been replaced 
by a long-range agreement, but since this operator had not conformed to the 
Maritime Commission’s requirements concerning replacements, the temporary 
agreement was extended several times in an effort to complete these negotiations. 

In 1938, Seas Shipping Co., Inc., which had entered this service in 1935, filed 
application for subsidy covering the same route and a hearing on the matter 
was required to be held under section 605 (c) of the Merchant Marine Act, 1936. 
As a result, the Maritime Commission issued an order granting subsidy to both 
operators, Seas’ agreement becoming effective October 14, 19388. American South 
African Line, which had applied for exclusive subsidy on the route and had ob- 
jected to the granting of subsidy to Seas Shipping Co., then decided not to under- 
take its replacement program and its temporary agreement expired on Septem- 
ber 30, 19838. American South African Line then operated without Government 
aid until April 23, 1940, when it was awarded a long-range agreement which cov- 
ered the operation of 4 vessels in this service and which required the construc- 
tion of 3 new vessels. Because Farrell had operated on a nonsubsidized basis 
from September 30, 1938, to April 23, 1940, at which time Seas was operating under 
ts subsidy agreement, either one or the other of these operators could be said to 
have been the original subsidized operator in this trade. This point would seem 
to have no material bearing on the conclusions sought to be reached herein, so 
for purposes of our discussion here today, Farrell Lines, Inc., is being considered 
the original subsidized operator in this service. 

On January 9, 1947, Farrell Lines, Inc., was also awarded a new subsi- 
dized freight service on trade route 14 (1) between United States Atlantic ports 
and ports in west Africa. 

The records show that at the time subsidy was awarded Seas Shipping Co. 

1 1938, Farrell Lines, Inc., which was then the existing subsidized operator, con- 
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tended that no additional subsidized vessels were required for this service. The 
former Maritime Commission, however, determined otherwise after the holding 
of a public hearing, and subsidy was granted to Seas accordingly. Even if Farrell 
had agreed that additional subsidized vessels should be employed in this service, 
however, that company had not fulfilled its obligations with respect to the re 
placement of its existing fleet and was unable to take on any additional obliga- 
tions. When Farrell was reawarded subsidy in 1940, it was required to undertake 
certain financial readjustments, such as making considerable reserve-fund de 
posits, in order to meet the requirements of the act and to assist in fulfilling its 
replacement obligations. 


TRALE ROUTE 21, SERVICE 5 (UNITED STATES EST ULF PORTS EAST COAS1 
UNITED KINGDOM, AND NORTHERN EUROPE) 


This is the service on which Lykes Bros. Steamship Co., Inc., and the Bloom 
field Steamship Co. are the subsidized operators. Among the other subsidized 
services which Lykes operates is service 4 on this same trade route 21 from the 
entire gulf area to the west coast of the United Kingdom. 

The shipping business of this company is a consolidation of the shipping opera 
tions heretofore conducted by Lykes Bros.-Ripley Steamship Co., Inc., Tampa 
Interocean Steamship Co., and Lykes Bros. Steamship Co., Inc., under foreign 
ocean mail contracts. These three operations were originally established under 
agency agreements with the United States Shipping Board from which they were 
later acquired, and were subsequently conducted under ocean-mail contracts 
entered into in accordance with the provisions of the Merchant Marine Act of 192s. 

\t the termination of these ocean-mail contracts, a temporary operating-diff 
erential subsidy agreement was entered into effective June 29, 1937, but this 
agreement was replaced by a long-term agreement dated December 31, 1937, and 
subsequent addenda thereto, under which this operator conducted services on 
8 trade routes in addition to trade route 21, which is here under discussion. 

Bloomfield Steamship Co., a Delaware corporation with principal offices in 
Houston, Tex., was organized in December 1950, as successor to the Bloomfield 
Steamship Co., a Texas corporation, organized in 1947. All of the stock in this 
company was sold to Farrell Lines, Inc., and the corporation was dissolved after 
Bloomfield’s application for operating-differential subsidy on trade route 15—-B 
was denied by the Maritime Commission in November 1946 on the grounds that 
there was no need at that time for payment of subsidy to insure the continuation 
of operations by United States-flag cargo vessels on trade route No. 15-B. 

In 1951, Bloomfield began operations on trade route No. 13, service 1, and trade 
route No. 21, service 5, using a fleet of 6 to 8 vessels interchangeably in these 2 
services. 

Hearings were conducted under section 605 (¢) of the 1936 act between August 
and October 1952 to consider an application filed by Bloomfield on April 16, 1952, 
for the award of subsidy to cover operations in these 2 services. As the result of 
these hearings, the Federal Maritime Board, in orders dated June 30, 1953, and 
November 18, 1953, found that existing United States-flag service on trade route 
21, service 5, was inadequate but that United States-flag service on trade route 
13, service 1, was adequate, and that consequently the provisions of section 605 (c) 
did not interpose a bar to the granting of subsidy to Bloomfield on trade route 
21. service 5, but that such provisions did interpose a bar to the granting of 
subsidy to Bloomfield covering the operation of its vessels on trade route 13, 
service 1. In a later action of November 20, 1953, the Board authorized the ex- 
ecution of an operating-differential subsidy agreement to the Bloomfield Steam- 
ship Co. to cover the subsidized operations of 4 Victory ships on trade route 21, 
service 5. on schedules calling for a minimum of 16 and a maximum of 21 sailings 
per annum effective January 1, 1954. 


RADE ROUTE 24 (UNITED STATES PACIFIC COAST-EAST COAST OF SOUTH AMERICA) 


In 1940, Moore-McCormack Lines, Inc., which was then the holder of an operat- 
ing-differential subsidy agreement covering services on trade route 1 (American 
Republics Line) and trade route 6 (American Scantic Line) was awarded a 
charter covering the operation of 3 Government-owned cargo ships on trade route 
24 (Pacifie Republics Line) between United States Pacific coast ports and ports 
on the east coast of South America. These chartered vessels, together with cer 
tain owned vessels, were operated under an operating-differential subsidy agree- 
ment until the entry of the United States into World War II. After World War 
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II, these chartered ships were replaced by vessels purchased by Moore-MceCormack 
Lines, Inc., under the Merchant Ship Sales Act of 1946. This company’s present 
operating-differential subsidy agreement provides for a minimum of 12 and a 
maximum of 18 sailings per annum commencing January 1, 1947. 

On June 18, 19357, the Pacific Argentine Brazil Line, Inc., of Delaware. follow 
ing cancellation of its ocean-mail contract, entered into a temporary operating- 
differential subsidy agreement for a period of 6 months. This temporary agree 
ment was extended from time to time until replaced by a new agreement on 
January 23, 1939. The new agreement required, among other things, that the 
company increase its capitalization and arrange for the construction of new 
vessels. Upon failure by this operator to comply with these conditions, the 
agreement lapsed on February 10, 1940. After the company signified its intention 
of abandoning the route, the former Maritime Commission, on March 16, 1940, is- 
sued invitations for bids for operations thereon 

The records indicate that the route was abandoned because the MeCormiek 
Steamship Co. (not connected with Moore-McCormack), of Which Pacitic Argen 
tine Brazil Line was the wholly owned subsidiary, was reluctant to risk more 
than a minimum amount of capital in the enterprise. In response to the invita 
tions to bid, a newly organized, wholly owned subsidiary of the McCormick Steam 
ship Co., the Pacific South American Line, Inc., which had only limited capital, 
submitted the low bid. At a meeting on April 30, 1940, however, the forme: 
Maritime Commission approved the then chief examiner’s recommendations and 
awarded this service to the only other bidder, Moore-McCormack Lines, Inc 

The present Pacific Argentine Brazil Line, Inc., a California corporation, was 
organized on December $1, 1940, as a wholly owned subsidiary of Pope & Talbot, 


Inc. It is nominally the successor to Pacific Argentine Brazil Line, Inc., of Dela 
ware, discussed above, which was dissolved on the same day the Califor: er 

poration was organized. Although organized in 1940, operations on trade route 
24 were not resumed by the present Pacific Argentine Brazil Line until February 
1947, and application for subsidy on this route was filed on April 1, 1947 After 
hearings had been conducted under section 605 (¢) of the Merchant Marine Act 


1936, the former Commission, on November 5, 1948, approved Pacific Argentine 
Brazil Line’s subsidy application subject to verification with respect to this opera 
tor’s eligibility under section 601 of the act to receive an operating differential 
subsidy contract, and subject to terms and conditions to be prescribed by the 
Commission. 

On December 8, 1948, the Commission issued an order making the section 601 
findings in this matter, and directing that subsidy, pursuant to title VI of the act 
would accrue commencing with the first outbound sailing from the west coast by 
a C-3-type vessel owned by Pacific Argentine Brazil Line. Pursuant to this 
order, an operating differential subsidy agreement was executed with this com- 
pany. This agreement, which was effective January 26, 1949, is scheduled to 
expire December 31, 1958, and calls for a minimum of 11 and a maximum of 13 
Sailings per annum. 


TRADE ROUTE NO. 29, SERVICE 2 (CALIFORNIA PORTS FAR EAST) 


Prior to World War II. American President Lines, Ltd., operated 2 services 
with the aid of an operating-differential subsidy agreement. These services, 
both of which were operated exclusively with combination passenger-cargo ves 
sels, were designated as line A, which was the Transpacific combination service 
(now designated as service 1 of trade route 29) and line B which was the round 
the-world combination service. American President Lines’ present subsidized 
transpacifie cargo service (trade route 29, service 2) here under consideration, 
which was awarded to it by the former Maritime Commission after public hear- 
ings conducted in 1946, has been operated with subsidy since January 1, 1947, 
on the basis of 24 to 26 sailings per year. 

Pacific Far East Line, Inc., was organized in July 1946 when it instituted its 
transpacifie freight service on trade route 29. For several years after 146 it also 
operated liner services from the United States Pacific coast to the Mediterranean 
Sea and to Indonesia, Malaya, India, and Persian Gulf. Bulk-cargo operations 
have also been carried on the transpacific service during the postwar years. 

After public hearings, which were conducted in 1949 and 1950, this operator 
was awarded an operating-differential subsidy agreement covering its trans- 
pacific freight service on trade route 29, service 2, on the basis of 36 to 40 sail- 
ings per year beginning January 1, 1953. 
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Pacific Transport Lines, Inc., was organized in May 1946 when it instituted its 
transpacific freight service on trade route 29. This company’s operations have 
always been confined to this service. 

After public hearings, conducted jointly with the Pacific Far East Line hear- 
ings referred to above, this operator was awarded an operating-differential sub- 
sidy agreement covering its transpacific freight service on trade route 29, service 
2, on the basis of 24 to 26 sailings per year beginning January 1, 1953. 

The CHarrMan. Does that conclude your statement ? 

Mr. Morse. That isthe formal statement. Yes, sir. 

Mr. Casry. Are you available tomorrow morning, Mr. Morse? 

Mr. Morse. Yes, sir. 

The Cuatrman. That will conclude the hearings for the day. The 
committee will meet tomorrow morning at 10 o’clock. 

(Whereupon, at 12:15 p. m., the hearing was recessed until 10 a. m., 
Wednesday, March 14, 1956.) 
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WEDNESDAY, MARCH 14, 1956 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHantr Marine OF THE 
CoMMITTEE ON MercHant Martner AND FISHERIES, 

Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The Carman. The committee will come to order. 

Yesterday Mr. Morse finished his general statement. 

Are there any questions, Mr. Allen ? 

Mr. Atxien. No questions. 

The CHarrman. Mr. Van Pelt? 

Mr. Van Pett. I have no questions. 

The Cuairman. Mr. Pelly ? 

Mr. Petry. I have one question which came to my mind just as we 
closed yesterday. 

Mr. Morse, you indicated, I thought, in your testimony that the 
double tracking actually did not cost the Federal Government very 
much in the way of extra subsidy. Is that the substance of your 
testimony ? 


STATEMENTS OF CLARENCE G. MORSE, CHAIRMAN, FEDERAL 
MARITIME BOARD, AND MARITIME ADMINISTRATOR; T. E. 
STAKEM, JR., ASSISTANT TO DEPUTY MARITIME ADMINISTRA- 
TOR; H. M. HOCHFELD, CHIEF, OFFICE OF GOVERNMENT AID; 
EDWARD D. RANSOM, GENERAL COUNSEL; AND THOMAS LISI, 
OFFICE OF GENERAL COUNSEL, MARITIME ADMINISTRATION, 
DEPARTMENT OF COMMERCE—Resumed 


Mr. Morse. I don’t see that there is any extra cost to the Govern- 
ment in direct subsidy. Assuming that a single carrier would operate 
the same number of ships, the amount of direct subsidy payable should 
be the same. It might have effects on the recapture position if addi- 
tional operators are in the trade. 

Mr. Petry. In the testimony of Mr. Keller, he referred to trade 
route 29 and gave an example of one year where there were 108 sub- 
sidized sailings on this trade route both outbound and inbound, and 
then the following } year, when two formerly nonsubsidized operators 
on the trade route were subsidized, the inbound and outbound subsi- 
dized sailings on this trade route were increased to 250, but he said 
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the tons of commercial cargo carrying of all American-flag ships 
remained about the same. 

Would that not increase the direct subsidy very considerably 
that instance? 

Mr. Morse. You are referring to trade route 29, and I was assum- 
ing that it was 1953 when the other operator got the subsidy. I think 
it was 1954. I was assuming that in 1952 American President Lines 
operated 108 sailings and that in 1953 they would operate the 250 
sailings to carry the full American cargo. Now, whether APL had 
250 sailings or whether the 250 sailings were spread among three 
lines, the direct subsidy would not vary very much one way or the 
other. 

Mr. Peiiy. That is a pretty broad assumption, it seems to me. If 
we are going to assume that they would have had as many sailings, 
it does not seem to me that they would have had as many sailings. 
The mere fact that these previously subsidized lines came in ‘illustrates 
the fact that they felt that Uncle Sam was taking the loss or risk 
and stepped up the number of sailings to 250; did they not? 

Mr. Morse. Let us put it this way: If in 1952 the combined carry- 
ings of the subsidized and nonsubsidized a ators were 250 sailings, 
obviously, as far as subsidy is concerned, there was less subsidy pay- 
able with only APL being subsidized ; but, in 1953, more subsidy would 
be paid. That ; obvious. 

Mr. Peiiy. I think that possibly I misunderstood the testimony 
of Mr. Keller here. I rather gathered that there were 108 subsidized 
sailings in the 1 year and that the net result of the other 2 subsidized 
concerns coming into that trade route made it more than double the 
number of sailings. I take it from what you say that actually the 
sananbeidicad lines were sailing in that route before. 

Mr. Morse. Yes: and, as I recall the facts, the sailings of PFE 
and PTL after they received a subsidy were less than the sailings 
made before they received a subsidy. In other words, they were not 
given the subsidy for the full number of sailings that they had been 
making without subsidy. 

Mr. Peciry. I think you have cleared up that point. Thank you 

That isall, Mr. Chairman. 

Mr. Auten. Mr. Chairman. 

The Cuamman. Mr. Allen. 

Mr. Auten. Mr. Morse, I think your contracts provide that the 
operator must operate efficiently. First, do you have any compara- 
tive standards by which you judge the efficiency of the various oper- 
ators, and particularly I want to know whether you judge the effi- 
ciency in part by stating whether the percentage of the revenue devoted 
to overhead is a fairly standard figure ? 

Mr. Morse. We keep regul: ar records of the relationship of over- 
head, the relationship of salaries, the relationship of various items of 
expense to gross revenue of each of the operators, and we discuss it. 
In our shop, for example, we know how the operations of PFE com- 
pare with the operations of Lykes or United States Lines and all the 
other subsidized operators. We discuss with the operators individ- 
ually. If they are in a favorable position compared with the overall 
operation of all the subsidized lines we say “Your position looks to 
be favorable on this particular item. On some other item you are in 





DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED TRADE ROUTES 67 


a less favorable position than the average and we think something 
should be done about it.” 

We keep after them and discuss with them ways and means of cor- 
recting deficiencies and improving areas even where they are in a 
better position than the average. 

Mr. Auten. On the matter of recapture, then, would it be true that 
it makes little difference if there are 1, 2, or 3 lines operating on a 
route if the efficiency of all 3 is about the same as against that of 
only 14 

Mr. Morse. There should be some saving in overhead by a single 
operator as compared with 2 or 3 operators on the identical route, 
assuming equal efficiency of all 3. You would only have one presi- 
dent to pay, for example. | think the amount of saving in overhead 
is not great. There will be some reduction in the overhead but not 
a lot. 

Mr. Auten. Do you know whether the competitive feature that 
would come in by having more than one operator would offset the 
saving over the single operator ? 

Mr. Morse. We think so, but it is something that we cannot prove. 

Mr. Atten. Thank you. 

The Crairman. Mr. Morse, the reason for the double and triple 
tracking is the belief of the Board that it is necessary to compete for 
existing business that one carrier does not. now get. 

Mr. Morse. I feel that the need for double and tr iple tracking is a 
combination of the authority given to the Board under the statute, 
plus the facts in the particular instance. What I am trying to say is 
that we feel that we have the statutory authority to award double 
tracking. A subsidy has not always been given just because it was 
asked for. The circumstances may indicate that the trade is ade- 
quately serviced without subsidizing a particular applicant. The in- 
stances are relatively few where a subsidy has been denied but we do 
feel that, if the existing operator in the trade is not providing service 
adequate to meet the requirements of the act and another applicant 
wants to come in and request a subsidy, that his application should be 
given consideration under the statute. 

The Cuatrman. The overall volume of business on the route is one 
of the factors, is it ? 

Mr. Morse. Very definitely. 

The CnarrMan. Isthat the prime factor ? 

Mr. Morse. That, plus the desirability of having vessels of a type 
and character in the trade. After all, we are endeavoring to maintain 
American-flag operators for two purposes. First and foremost is our 
national defense requirements but secondly, and not to be overlooked, 
is the need that we feel for effective American-flag competition to 
protect the foreign commerce of the United States. 

The CuatrmMan. Well, the one existing operator could be required 
to put into the trade the type of vessels that you desire, is that a fact? 

Mr. Morse. Well, let me answer part of it and then T will ask Mr. 
Ransom to answer part of it. 

That, in, part, turns upon the economics of the thing. Take Lykes, 
for example. They are a strong operator. We might say that they 
should double their fleet in order to carry 50 percent of the aggregate 
cargo. They might say, “We don’t want to get into that big an opera- 
tion,” or “We can’t afford to,” or “We can’t finance it.” So that it is 
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not only the economics of the thing but also the question of our statu- 
tory authority in part. 

_ ‘The Cuarrman. I can understand how that would justify an addi- 
tional operator if the existing one did not want to increase its fleet to 
offer what you think the sailings should be on that route. Now, based 
on our hearings on 50-50, the business from 50-50 to the liner service 
is profit at the present time. 

Mr. Morse. My recollection of the hearings is substantially to the 
same effect. 

The Cuarmman. We do not anticipate that condition continuing on 
indefinitely. What will be the situation where you double and triple 
track when that commerce goes back to normal channels of business ¢ 

Mr. Morse. Well, in some of our trades 50-50 is of little or no 
effect. In the trans-Pacific, for example, I believe the 50-50 cargoes 
are of nominal effect. In other words, most of the 50-50 cargoes go to 
areas other than trade route 29. Those operators are in a profit 
position. 

The Cuatrman. Are you entirely correct about that? Is there not 
a lot of grain shipped from the Pacific coast ? 

Mr. Morse. I think relatively the volume of 50-50 cargo is low. 

The CuatrrmMan. From the Pacific coast 

Mr. Morse. Yes, sir. 

Mr. Aten. He said trans-Pacific from the Pacific coast. 

The Cuairman. Yes. So that you think that the ultimate ending of 
the 50-50 program will have no effect on the general overall cargo that 
moves in that trade? 

Mr. Morse. Well, I think that is not quite the interpretation I in- 
tended, Mr. Bonner. I think that the American flag operators, if they 
are competitive as I assume they have to be, if they are efficient op- 
erators, will still be in a profit position even though 50-50 may expire. 
They are in a stronger position with 50-50 remaining in the picture. 
They will continue to get a portion of the cargo which is presently as- 
sured to them under 50-50. They will get a smaller proportion but 
they will continue to get a portion. 

The CHarrMan. For instance, is Stockton the only place on the Pa- 
cific coast from which grain moves? 

Mr. Morse. No. 

The Cuarrman. I just happened to be there and noticed this large 
granary that had just been built. 

Mr. Morse. There is a lot of grain that moves out of California, but 
the big grain producing areas are in the Northwest. 

The Cuatrman. What do you mean? 

Mr. Morse. Oregon, Washington, and areas inland from the Colum- 
bia River. 

The CHatrman. The grain that moves under 50-50 is insignificant 
on the Pacific coast ? 

Mr. Morse. I don’t have the figures before me, Mr. Bonner, but it 
is my recollection of general discussions over in our shop that the 
50-50 cargo moving off the Pacific coast on trade route 29 is relatively 
insignificant compared to the overall volume. 

The CuatrMan. So that, at the end of the 50-50 program, there will 
not be any appreciable effect on the general cargo moving from that 
area ? 
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Mr. Morse. Correct. It would have a much more important effect 
to our operators off the Gulf, for example, and off the East coast where 
most of the 50-50 cargoes originate. 

What I was trying to bring out, Mr. Bonner, was the fact that, if 
our operators in trade route 29 can make a profit where 50-50 has rela- 
tively little importance, operators off the other coast should continue 
to be in a profit position assuming they are strong competitors. 

The CuarrMan. Well, this question is primarily raised in that gen- 
eral area, is it not? 

Mr. Morse. Yes, sir. 

The CHarrman. Mr. Mailliard? 

Mr. Matrir1arp. I have no questions. 

The Cuarrman. Mr. Casey ? 

Mr. Casry. Mr. Morse, do you agree in general with the GAO re- 
port in this matter ? 

Mr. Morse. Have I seen the GAO report officially ? 

Mr. Casry. Do you agree with Mr. Keller’s statement? Actually, 
Mr. Keller’s statement and the GAO report are almost verbatim in 
substance. 

Mr. Morsr. We agree in substance with Mr. Keller’s report. 

Mr. Casry. Is there anything in it with which you disagree? 

Mr. Morse. I was not here during Mr. Keller’s entire testimony. 

The CuarrMan. You read the report? 

Mr. Morse. I read it. Yes, sir. I did not recall that there was any- 
thing particularly contrary to our approach on this overall problem. 

Mr. Casrty. Now, in this double and triple tracking we have two 
situations basically, do we not, one where the applicant is not presently 
on the service that he is applying for. and the other situation where 
the applicant is on there on a nonsubsidized status? 

Mr. Morse. Yes, sir. 

Mr. Casey. Can we call those clause 1 and clause 2 cases? 

Mr. Morse. Yes, sir. Which is clause 1 and which is clause 2? 

Mr. Casey. Clause 1 is where he is not presently in the service. 

Mr. Morse. All right. 

Mr. Casry. What do you look for when he applies for a subsidy? 

Mr. Morsr. We look at section 605 (c) of the statute which spells 
out what must be determined before either clause 1 or clause 2 op- 
erators are entitled to receive a subsidy. 

Mr. Casey. What do you have to find so far as clause 1 is concerned ? 

Mr. Morse. The clause 1 to which you are referring is the first por- 
tion of part (c) of the section which says that no contract may be 
made to an applicant if his services would be in addition to the exist- 
ing service or services— 
unless the Commission shall determine after proper hearing of all parties that the 
service already provided by vessels of United States registry in such service, 
route, or line is inadequate * * *. 

Of course, you must determine inadequacy by the existing operator 
and 
* * * that in the accomplishment of the purposes and policy of this Act addi- 
tional vessels should be operated thereon * * * 

Mr. Casey. So that the basis that you look for is adequacy in the 
clause 1 case? 

Mr. Morse. Yes, sir. 
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Mr. Casey. What is adequacy? Could you tell us what adequacy 
is? 

Mr. Morse. Well, we endeavor to set up as a minimum standard a 
50 percent carrying by an American-flag operator. 

Mr. Casey. That is a general overall standard that applies to all 
routes and services; but is it necessarily the standard at any particular 
route / 

Mr, Morse. Let us put it this way. We know that in some areas 
that American- flag operators are carrying less than 50 percent. We 
know that in other trade routes American-flag operators are carrying 
more than 50 percent. What we are endeavoring to establish is that 
in the overall picture American-flag operators carry 50 percent. 

Mr. Casey. What I mean is this: you take a particular trade route 
and get an applicant that is not on there now. On the trade route the 
American-flag vessels only carry, say, 40 percent. Is it a matter of 
arithmetic then to find that this is in: vdequi ately serviced ? 

Mr. Morse. No, that is not the entire subject of the inquiry. 

Mr. Casry. What else is there besides that / 

Mr. Morse. The nature, the type of vessels they are operating is a 
factor. 

Mr. Casey. You can require them to operate any kind of vessels 
that you want on the service, can you not ? 

Mr. Morse. I don’t think we have quite as broad authority as that, 
Mr. Casey, but I would rather have my general counsel answer that. 

Mr. Casey. He is coming in asa fresh applic ant on the service. You 
have as much authority as you want to exercise over him, do you not 

Mr. Morse. We would have the authority spelled out in the statutes, 
and no more. 

Mr. Casry. Let us get beyond the tvpe of vessels. What else is there 
in the picture besides the type of vessels ? 

Mr. Morse. I suppose the coverage by the existing operator of the 
trade, whether he has a broad coverage or whether he only hits the high 
spots, the profitable ports. 

Mr. Casey. Is it not a fact that on some of these routes the items 
that we have been considering in the 50-50 picture, in other words, the 
nationalism and the currency restrictions and all those things are 
going to prohibit generally the carrying of more than 40 percent, no 
matter how many ships you get on it ? 

Mr. Morse. No, I don’t think so because in trade route 29 we are car- 
rying about 70 percent of the liner cargo in that trade. 

Mr. Casey. This is one trade route where you are not so much faced 
with these items of which I talk. How about the trade routes to 
Europe? In fact, has the Commission not already spelled out in some 
of your decisions the very things that I am talking about, that adequacy 
of service must take into account the particular characteristics of the 
service and route, and that in some cases the mathematical percentage 
of carryings by American-flag ships may be low and in others it may be 
high, but it does not necessar rily follow that in either case there is in- 
adequacy of service or adequacy of service, depending upon these other 
factors? 

Mr. Morse. All these other factors you refer to are taken into 
consideration. 
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Mr. Casry. Now, by far the most predominant type of situation you 
have had to deal with so far is the case where you have a nonsubsidized 
operator already on the route, is that the situation ¢ 

Mr. Morse. Yes, sir. 

Mr. Casry. In that case you get to clause (c) and there the first thing 
you look for is what ? 

Mr. Morse. The statute spells out that we must determine the effect, 
whether the effect of such contract would be to give undue advantage 
or would be unduly prejudicial as between citizens of the United 
States. 

Mr. Casey. In other words, whether _ would in the first case give 
undue advantage to the fellow coming in for a subsidy or be unduly 
prejudicial to the already subsidized sa existing operator on the 
service ? 

Mr. Morse. That is right, and I think also to the other nonsubsidized 
operators. 

Mr. Casey. Unduly prejudicial to the other nonsubsidized operators 
Let us take the first standard. That is another case where you have 
some interpretation to do administratively as to these two terms, 

“undue prejudice” and “undue advantage. * 1 am little bit vague as 
to how getting a subsidy for a nonsubsidized operator who is in com- 
petition with a subsidized operator would mean giving him an undue 
advantage. I cannot just imagine the situation where it would give 
him an undue advantage. 

Mr. Morse. Mr. Casey, may I request that Mr. Ransom answer this 
question because we have several matters coming along soon in which 
this sort of inquiry will have to be answered by the Board. 

Mr. Casey. I want it understood that I have no reference to any 
particular case, but it is the general overall terms of the statute and 
the interpretations that Iam interested in. 

Mr. Ransom. All I can answer is on the basis of whatever cases 
have already been dealt with by the Board. Particularly I think the 
case that goes into this the most is that of the PTL-PFE application. 
Since they did determine that there wasn’t any undue advantage or 
undue prejudic e, it is difficult even to derive from that case what might 
be the situation if they were to make that finding. I can only tell you 
the factors which they did consider were such things as whether or 
not the trade was overtonnaged, whether or not the party who is com- 
plaining does already have a subsidy. They considered that if he has 
a subsidy he is not in as good position to claim undue prejudice as to 
him by a party who is now seeking a subsidy as would be the person 
who did not have a subsidy and there was a new operator hattan in 
or an existing operator seeking a subsidy which would then put per 
haps two subsidized operators and one unsubsidized operator on the 

route. 

Mr. Casey. Even in his case he is free to come in and ask for a sub 
sidy, is he not? 

Mr. Ransom. That is true. 

Mr. Casry. So he is in not such good shape either to complain and 
claim undue disadvantage ? 

Mr. Ransom. He may be. The fact that he has a choice of coming 
in for a subsidy does not necessarily mean that he has to come in for 
a subsidy. His management may just not desire to be a subsidized 
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operator, so that conceivably he could have an undue advantage against 
him. 

A further question was considered in that case as to whether the 
party that is claiming an undue prejudice operates only over part of 
the line or over the whole line. The Board there considered that, if 
he only operates over part of a line, he is not in as good a position to 
complain, because the subsidized operator must agree to operate a 
complete service over the whole line and he therefore is giving up priv- 
ileges which he does not have, privileges which a nonsubsidized op- 
erator has of only providing partial service. 

The question as to what is the future volume of traffic is considered 
and as to whether or not the evidence would indicate that the traffic 
was going to reduce rather than increase. If it were indicated that 
there was to be a sharp reduction in traffic, I think that the Board con- 
sidered that there would be more opportunity for undue prejudice for 
those who are already in. 

The Cramrman. Are you talking now about where there is 1 line 
subsidized and 2 nonsubsidized lines operating on the route, and 

1 of the nonsubsidized lines asks for subsidy? Does that not put 
more pressure on the remaining nonsubsidized line ? 

Mr. Ransom. Yes, it does. 

The Cuarrman. Where you grant an additional subsidy on the line? 

Mr. Ransom. Yes, is does, Mr. Chairman, and that was one of the 
factors that was considered in thiscase. As it happened, the two prin- 
cipal nonsubsidized operators were both seeking a subsidy and were 
the only ones that served the entire trade route 29 and only trade route 
29. It isa factor as to whether there are other operators who are not 
asking for a subsidy. 

The Cuarrman. In other words, if you follow that practice, you are 
going to drive all people to require subsidy ? 

Mr. Ransom. If there is not sufficient trade to warrant the others to 
stay in the trade, it is possible that you will either drive them into 
foreign operation where they could compete more economically and 
have their ships go foreign, or they may ask for a subsidy. 

Mr. Casey. I think I saw in Mr. Morse’s statement somewhere, you 
might say, the premise that it is the foreign competition that is going 
to drive all operators in the foreign trade into applying for a subsidy. 

Mr. Morse. I think that that may be the ultimate result. Putting 
it the other way, I don’t think that the nonsubsidized American- flag 
operators are in a position where they can replace their fleets under 
existing circumstances. They are not setting up reserves which will 
permit them to build new ships at the high replac ement values. 

Mr. Casey. As a matter of fact, I believe Mr. Cuffe, of the Pacific 
Far East Line, testified here last year that his line did not lose money 
even on a nonsubsidized basis for not all the years he was in business 
but at least all but 1 or 2, and that it was only the question of 
replacing vessels which caused him to come in and ask for subsidy. 

Mr. Morse. I think that would be true of all the American non- 
subsidized operators. 

Mr. Casey. So that, when we consider these facts, the reason for 
considering them is to find out whether, first, there is any undue prej- 
udice to nonsubsidized lines and to the subsidized lines and the remain- 
ing nonsubsidized lines and then the fellow that is coming in. Even 
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if you decide that it is unduly prejudicial to the existing subsidized 
lines or gives an undue advantage to the fellow coming in, you can 
still grant a subsidy if you find what ? 

Mr. Ransom. Inadequate service. 

Mr. Casry. That must be after public hearing ¢ 

Mr. Ransom. That is correct. 

Mr. Morsp. Section 605 (c) is effective and says that you may grant 
a subsidy under certain circumstances. It does not assure a subsidy. 
The section which must be satisfied before a subsidy will be granted 
in all events is section 601. 

Mr. Casey. But section 605 must come into play where you have 
double and triple tracking involved ? 

Mr. Morse. Oh, yes. 

Mr. Casry. Mr. Morse, during the course of your statement you 
mentioned the question of mergers. There have been several mergers 
in recent years in the maritime field involving in one way or the 
other subsidized lines, have there not ¢ 

Mr. Morse. Yes, sir. 

Mr. Casry. And the question of mergers does in some way or 
could under some circumstances have a definite relationship to this 
problem of double and triple tracking? 

Mr. Morse. It isinthe picture. Yes, sir. 

Mr. Casry. Have any of these mergers come closer to the picture 
of double and triple tracking than others? In other words, a merger 
might tend to eliminate competition whereas the double tracking tends 
to promote competition. 

Mr. Morse. Let us take instances. 

Mr. Casey. I was going to suggest the United States Lines. 

Mr. Morss. In United States Lines and South Atlantic, there was 
no question of elimination of competition there. United States Lines 
was not in trade route 11. The South Atlantic Steamship Co. was 
in that trade and was applying for a subsidy. United States Lines 
bought the control of the applicant, and eventually a subsidy was 
awarded to United States Lines, but it was not a matter of United 
States Lines having been in competition with the South Atlantic 
Steamship Co. There was only one American-flag operator in that 
trade. 

Mr. Casry. What were the two trades that were involved there? 

Mr. Morse. There was only one trade, trade route 11. 

Mr. Casry. Maybe Mr. Hochfeld can describe the trade route. What 
was the trade route ? 

Mr. Hocurep. 11. 

Mr. Casry. Where does that go? 

Mr. Hocurerp. The South Atlantic to the Continent. The com- 
parable route was 7 and 9. 

Mr. Casry. There might be competition ? 

Mr. Hocureirp. A minimum amount of competition possibly out 
of Norfolk, but not particularly significant. 

If I may pursue the facts in ‘the United States Lines-South At- 
lantic case, United States Lines bought South Atlantic’s ships from 
them. They were four C-2’s. It might interest the committee that 
South Atlantic Lines has had an application pending before the 
Board for subsidy on those ships. The Board had already made all 
the prerequisite findings for granting a subsidy and—and I am con- 
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jecturing—undoubtedly would have granted the company a subsidy 
had they divested themselves of their forei ign-flag affiliations. 

The company apparently was not interested in divesting them- 
selves of their foreign-flag affiliations so that we were faced with this 
problem. That company was providing the only American-flag serv- 
ice on trade route 11. If on balance it had decided to retain its 
foreign-flag affiliation and had divested itself of the American aftilia- 
tion, and had sold these C—2’s to some other operator and put foreign- 
flag ships in trade route 11, we would not have any American-flag 
shipping in trade route 11. The question came in as to whether we 
would serve the purposes of the act. The Board decided, I think, 
on 2 basis that could best serve the pur poses of the act. 

Mr. Casry. Would there be similar circumstances in a merger com- 
bining a strong company with a weak company where the combina- 
tion of the strong company with the weak company might overshadow, 
you might say, the advantages of competition between the American- 
fl; ie ope rator and the foreign-flag competitor / ¢ 

Mr. Hocuretp. We have two other instances, plus a possible third 
that might be of interest to the committee. 

One is the instance of States Steamship, a nonsubsidized operator, 
who has presently made application for subsidy, such application 
being presently before the Board. It has purchased PTL which is 
one of the three multiple tracked operators on trade route 29. There 
has been no merger to date. If, as, and when a subsidy is granted to 
State Steamship. there might be such a merger. That is something 
that must be left for the future. 

APL, one of the multiple tracked in trade route 29, purchased 
majority control of American Mail Line, which is an operator on 
trade route 30, which is the Pacific Northwest to the Far East. In 
this particular case, PTL is directly competitive with APIL: States 
Steamship is directly competitive with American Mail Line; all of 
whom are parties to this situation I am illustrating here. 

It was the Administrator’s belief that, by suc h pure hases, competi- 
tion undoubtedy will increase rather than diminish because you have 
there two stronger companies, 1 reason of such pure ‘hases, ¢ competing 
with one another. 

One other possible situation is the situation of Bloomfield Shipping 
Co. which has entered into an agency and option agreement with 
States Marine Lines. That matter is now under review by the Admin- 
istration. 

Mr. Casry. T think vour statement is responsive to the question 
T asked so far as a particular statement that might promote the mer- 
chant marine by a merger rather than by multiple tracking. 

Mr. Hocurerp. Yes, sir. 

Mr. Casry. I noticed that the chairman asked whether or not the 
existing operator was given an opportunity to expand his service as 
against putting a new operator into the service, and T assume that had 
reference primarily to a clause 1 situation; in other words, where the 
applicant was not then on the service. T notice that in this report of 
the Postwar Planning Committee, dated June 15, 1956, which was sub- 
mitted under the heading of the Postwar Outlook for American 
Shipping, that on page 65 they state: 

If it is found that a particular service is inadequate, it should be ascertained 
whether or not the existing American-flag operator is able and willing to provide 
the service needed. 
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I assume that that is in the nature of a recommendation for a policy 
for the then future. Is that the existing policy of the Board ¢ 

Mr. Morse. At the present time we are endeavoring to encourage 
United States Lines to increase its sailings on trade routes 12 and 16 
because we feel that additional American-flag sailings are required 
on those trade routes. 

Mr. Casey. That is prior to any application being filed by any other 
outside applicant. 

Mr. Morse. Yes, sir. 

Mr. Casey. But, if an application were filed by an outside appli- 
cant and in your review of the situation on the trade route in ques- 
tion it were found that some additional! sailings were required to meet 
the test of adequacy and in order to bring it up to somewhere close to 
a substantial portion of the foreign commerce of the United States 
being carried on American-flag ships, would you then turn to the exist- 
ing operator and confront him with your findings and ask him to in- 
crease his fleet to meet that standard, or would you use that as a basis 
for passing upon the application of a new applicant ¢ 

Mr. Morse. [ will duck that question and ask Mr. Ransom to 
answer it. 

Mr. Casry. Mr. Ransom. 

Mr. Ransom. Well, I think it is proper for Mr. Morse to duck it 
because he perhaps is confronted with such a situation under present 
Cases. 

It is my recollection that, so far as the past Boards are concerned, 
they have taken the position that they are not bound to increase the 
sailings or to entertain an offer to increase sailings or increase service 
in order to make the definite determination as to whether or not a new 
applicant should come in. Again I refer particularly to S—18 and 
S-19. They have held that it is the service which is in existence at the 
time the application is made which they must consider as the primary 
factor in determining whether a new application should or shouldn't 
he granted. 

Mr. Casey. Again, that was in the case where we had existing 
operators on the service in a nonsubsidized status, rather than a clause 
1 case of a new applicant coming into the service. Do you think that 
the policy should be any different ? 

Mr. Ransom. You mean in the situation where the operator who is 
making application is not then in the service? Well my personal 
opinion would be that consideration perhaps should be different in 
that situation. At least I would think that there may be more reason 
to consider the question of increasing the present service, but I may 
say that, of course, it is a matter for Board determination in which 
case the opinion I may express on it may be entirely different from the 
opinion that the Board may take when a particular case comes before 
it and it has to determine a particular case on all of its values. 

Mr. Casey. I understand that the Board or the predecessor Com- 
mission has not had occasion to rule on a case in which those particular 
facts existed. 

Mr. Ransom. To my recollection, they have not. 

Mr. Casry. Let me read from the Board’s report on S-18 and S-19 
because I think that this is the crux of the contentions made in that 
ease by APL which, as vou know, later went to court: 
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APL contends that if additional vessels should be required on the route it will 
furnish them. Whether there is undue prejudice and advantage under section 
605 (c) must depend on the existing service of the intervenors as well as that of 
applicant. We do not regard an offer to supply additional vessels, if needed in 
the future, as bearing on the question of undue prejudice or advantage “as be- 
tween citizens of the United States, in the operation of vessels in competitive 
services, routes, or lines * * *” Neither a subsidized nor a nonsubsidized opera- 
tor is entitled under section 605 (c) to assert a claim of undue prejudice to a 
prospective but nonexisting operation. 

There they were considering the offer to supply additional vessels 
as bearing on the question of undue prejudice and advantage, it seems 
to me, rather than upon the question of adequacy of service. Is that 
a fact? 

Mr. Ransom. That is the fact. They were. That is the quotation 
that I had in mind in that case. 

In that particular case they were considering the undue advantage 
and undue prejudice rather than adequacy at that moment, and they 
determined there was no undue prejudice or undue advantage. 

Mr. Casey. If you determine that there is no undue prejudice to 
the existing operator and no undue advantage to the nonsubsidized 
operator and no undue advantage to the newcomer, do you ever get 
to the question of adequacy of service in the clause 2 situation ? 

Mr. Ransom. If you determine that there is no undue advantage 
or undue prejudice ¢ 

Mr. Casry. You never get to adequacy of service. 

Mr. Ransom. That is correct. That is my understanding. 

Mr. Cassy. Then you go back to section 601 to determine how many 
ships and how many carryings and voyages ¢ 

Mr. Ransom. That is correct. I thought you were referring only 
to section 605 (c) in your previous question. 

Mr. Casry. Have any efforts been made, Mr. Morse, to get an 
American-flag operator on the New York and Cuba mail route? 

Mr. Hocurerp. Yes, sir. We have made a number of attempts at 
that. We have talked to several of the lines with a desire to interest 
some of them, and particularly in providing a service from the Atlan- 
tic coast to the east coast of Mexico. Someday we hope for a pas- 
senger service to Cuba. We continually make such efforts. We con- 
tinually carry on discussions with companies in that regard. To date, 
we have not been successful. 

Mr. Casey. Mr. Hochfeld, I think that in discussing this statement 
this morning with you before the hearing it developed that there was 
something misleading about the st: :tement on page 11 about the over- 
head and profit of the Farrell Lines and Seas Shipping Co. insofar 
as the statement would indicate that the figures pertain solely to oper- 
ations on trade route 15A. 

The statement reads: 

To be more specific, let us consider the 1955 operations of Seas and Farrell 
on trade route 15A, United States Atlantic coast to south and east Africa. 
Farrell Lines, with an overhead of approximately $2 million, earned an esti- 
mated net profit, after subsidy and taxes, of $1,300,000. 

Does that pertain solely to trade route 15A ¢ 

Mr. Hocurerp. No, sir. I am sorry that the literal reading of the 
statement would indicate that the Farrell Lines’ profits were solely 


on 15A. It was their entire profits, including the west coast African 
service. 
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The reason we had. to consider the overall profits is that under 
this situation we were hypothecating that Farrell was absorbing Seas 
and, in computing recapture, it is on the base of total service. 

Mr. Casey. Is Seas on any other route ? 

Mr. Hocurerp. No. 

Mr. Casey. Se that is their only route ? 

Mr. Hocurexp. That is right, sir. 

Mr. Casry. So that the two figures are not comparable? 

Mr. Hocuretp. That is exactly right, sir. As you well know, the 
illustration is still, in our opinion, sound. 

Mr. Casry. On page 15, you indicate that, insofar as the American 
merchant marine as a whole is concerned, we did better, that is, we 

er a greater portion of cargo on those routes that are multiple 

acked than on those routes that are not. 

Mr. Morse. That is true. 

The CHarrman, In any case where you had a subsidized operator or 
two subsidized operators and you had one or two nonsubsidized oper- 
ators, have you granted a subsidy to an applicant who was not operat- 
ing on the line? 

Mr. Morse. No. We have no such situation, Mr. Chairman. We 
have not granted a subsidy to an applicant who is a new operator in 
a situation where there are one or more subsidized operators in the 
trade at the present time. 

The Cuatrman. The only thing you did was to grant a subsidy to a 
nonsubsidized operator on that route ¢ 

Mr. Morse. Yes, sir. We have not been faced with that situation, 
to the best of my information. 

Mr. Casey. There are two other advantages mentioned in this Re- 
port on Postwar Outlook for American Shipping that have not been 
mentioned. I thought you might want to comment on them. One of 
them is that in many cases where there is only a single operator he 
would be the only American-flag operator in the membership of the 
conference on that particular trade route, and that it would tend to 
give some support to our problems to have two operators in that con- 
ference rather than just one. Is that of any significance ? 

Mr. Morse. From my knowledge of conference activities, I think 
that is of relative insignificance. There are many occasions when the 
American-flag operators do not see eye to eye on a given rate matter or 
some other conference activity. However, in the overall, I think it is 
advantageous to have as many American-flag members in conferences 
as can be accomplished, but I do not think it is any basis or justification 
for giving serious consideration to that factor as the basis for awarding 
a subsidy. 

Mr. Casey. There is one aspect of this adequacy of service that I 
found to be somewhat puzzling, at least to some people in the General 
Accounting Office in my discussions with them. That is whether or 
not the national defense aspect has any bearing on adequacy of service. 

In other words. in determining adequacy ‘of service, we can start 
right away with the proposition that our defense experts tell us that 

we are deficient in the number of cargo, and combination passenger, 
and passenger ships which we have presently in the American fleet, 
so that if you use that as a standard you might very well add more 
ships to every _ that you had an application for. 
74646—56 
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How does the national defense part of this thing, as aside from the 
commercial aspects of the picture, have any bearing on the determina- 
tion of adequacy of service? Do you consult with the defense officials ? 

Mr. Morse. Not on the question of whether we approve or disap- 
prove an application for a subsidy in a given instance, no. 

Mr. Casry. And not as to whether or not they feel that there is ade- 
quacy of service on that route for defense purposes ¢ 

Mr. Morse. No. I don’t think the *y have any concern on the com- 
mercial adequacy of service. I think their concern is only in the over- 
all picture of the number of American-flag vessels, number of seamen, 
and things of that sort. 

Mr. Casey. So that, the criteria are really commercial solely, so far 
as adequacy of service is concerned / 

Mr. Mor se. Ona given trade route; yes. 

Mr. Casey. I would like to read also the other factor that I men- 
tioned was contained in this report. It reads: 

Successful operation depends upon many factors. Loss of experienced per- 
sonnel, financial reverses, disasters to ships, faulty business judgment—these 
are hazards which can quickly transform a business from success to failure. 
The existence of more than one American-flag operator in a trade would provide 
a form of insurance against such happenings, if only to the extent that we would 
not have all of our eggs in one basket 

Is that too general to be of any advantage? 

Mr. Morse. I personally think it is too general, yes. I think if 
we find that an existing Operator is inefficient and ineffictive, it is up 
to us to get after him and see to it that he puts his house in order. 

Mr. Casry. Mr. Allen brought up the question of the efficiency of 
these various lines, but I think he di rected his question prim: irily to 
the matter of overhead as between competing lines. I wonder whether 
or not the existence of competing American-flag lines on routes does 
not enable the Board and the Administration better to evaluate their 
efliciency in the operation of ships between substantially the same 

orts ¢ 

Mr. Morse. There is no question about it. It gives us 
basis of comparison, 

Mr. Casey. Then are we to assume that in general the operations 
on these routes that are multiple tracked are as efficient as the most 
efficient operator / 

Mr. Morse. Well, I don’t understand your specific inquiry. 

Mr. Casey. What do you do if you find that one fellow is not 
operating as efficiently as another / 

Mr. Morse. We get after them and do our utmost to have them 
gong. the deficiency. That is a pretty general answer. 

Mr. Casey. If you have gotten after them in the past, I would as 
sume on at you finally have gotten so that the most efficient operator 
sets the pattern and they are all pretty close to it? 

Mr. Morse. Mr. Hochfeld could better answer that because that 
is directly within his activity. 

Mr. Hocuretp. That, of course, is our objective, but we have not 
attained our objective. I cannot say that all the operators on any 
routes that are multiple tracked are equally efficient. In each one 
there is probably one who is more efficient than the other, but our 
efforts have been directed—and we have illustrations on the subject— 
toward getting them all to attain the highest degree of efficiency. We 
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have instances where one company has, I would like to believe, through 
mutual efforts on the part of both themselves and the Government 
over a year’s time reduced its overhead several hundred thousand 
dollars by, as I say, aggressive attention on the part of the company 
as well as the Government. 

We have another instance where, by comparison of one double 
tracked operator with another, one of them has taken steps to im- 
prove its traffic department and to solicit better paying cargo and do 
a better job with respect to its utilization of its vessels. 

We have a case where an operator has revised its feeder service pro- 
gram by reason of comparison of one operator with the other, trying 
to get each to adopt the most efficient practices of either. 

Mr. Casry. Can you not disallow for subsidy purposes the excess 
of the other operators on oe route over the most efficient operator / 

Mr. Hocnreip. Yes, you ca 

Mr. Casey. Has it biel done’? 

Mr. Hocureip. You are talking about disallowances not for subsidy. 
You know, we disallow for subsidy purposes but ats ave disallow 


ances for reserve and recapture purposes. There are recommendations 
res now for such disallowances. 
Mr. Casry. Also in the payment of subsidy originally, can you 


not then refuse to pay in connection with the subsidiz: ible items any 
thing in excess of what the expenses of the most efficient operator 
were / : 

Mr. Hocurenp. It goes back to the general orders under which we 
operate. Under those orders the criteria are established as to what 
may be disallowed and what may not be disallowed. If we find that 
the operator in a particular item of expense has incurred an expens 
which is clearly improvident, unnecessary or excessive, We make dis 
allowances, and we are in the process of recommending such 
disallowances. 

Mr. Casey. Let us take a specific instance. 

Let us assume two operators on a particular trade route operating 
substantially the same type vessels where the feeding costs of one are 
25 cents a day higher than the feeding costs of the other. Why 
should you not refuse to pay the extra 25 cents for subsidy purposes? 

Mr. Hocurecp. It is a question, Mr. Casey, as to whether the act 
ever intended us to disallow that which is in excess of reasonable 
efficiency as laieenaied to anything in excess of the utmost efficiency 
I know that we have one operator particularly who is extremely 
efficient regardless of what item of expense you look at. I don’t think, 
in my opinion, that the orders of the Maritime or the act itself con- 
templated us comparing all operators with this one operator who is 
outstandingly efficient, and saying, “Any costs over this operator’s 
cost you incur are just clearly excessive and inefficient. I think that 
we try to attain a reasonable ‘degree of efficiency, recognizing the fact 
that there will always be one or two operators who, by whatever 
methods of comparison you employ, are more efficient than others. 

Mr. Morse. Getting back to your subsistence inquiry, we do average 
the per day meal costs in each of the three coasts separately. We 
do disallow them for subsidy purposes but not for reserve and recapture 
purposes. 

Mr. Casey. So that, for reserve and recapture purposes they can 
be as inefficient as they want in the matter of feeding costs? 
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Mr. Morse. Mr. Hochfeld can answer. 

Mr. Hocurexip. This has been a matter of legal opinion and prob- 
ably Mr. Ransom or Mr. Lisi can elaborate on it further. 

With respect to whether or not an item is eligible for subsidy, the 
test is the question of whether it is fair and reasonable. With respect 
to the question as to whether a subsidizable item of expense is allowed 
for reserve and recapture purposes, the test is whether or not it is 
clearly improvident, unnecessary, or excessive. 

Mr. Casey. Well, that gives you more leeway. 

Mr. Hocnrevp. <A little more leeway, than the reserve and recapture. 

Mr. Casey. If you determine that it is not fair and reasonable for 
subsidy repayments, you can certainly not allow it for reserve, can 
you ? 

Mr. List. May I have that question again ? 

Mr. Casey. If you disallow an item and say “We are not going to 
pay that because it is not fair and reasonable within the meaning of 
the provisions that apply to the payment of direct subsidy,” you 
cannot turn around and allow the unreasonable and excessive portion 
for recapture and reserve purposes ? 

Mr. Last. We did not say and we do not say that there should be 
allowed an unreasonable portion. I will give you the rationale of 
the opinion. 

What we said was that the Federal Maritime Board had established 
a policy of what constituted, for subsidy or ratemaking purposes, a 
fair and reasonable standard, which was the average of the ”- 
erators’ feeding costs per man per day in a particular area, or an are 
average. If operators were above that average, that was knocked as 
for subsidy or ratemaking purposes and for billing purposes. Those 
below the average were only paid on the actual cost. In other words, 
we didn’t bring them up to the average. But under the general orders 
and under Reorganization Plan 21, the function of determining what 
is clearly improvident, unreasonable, or excessive in the determina- 
tion of net profit by deductions of expenses from gross profit, are 
delegated to the Maritime Administrator. We said that the Federal 
Maritime Board as 1 body, as 1 agency, should not by its establishment 
of an average figure as being fair and reasonable for subsidy purposes 
also make the determination which, under the plan, should be made by 
the Administrator, and whereby certain criteria were laid out other 
than in the existing general order. 

It remains then for the Administrator to review that and to make a 
separate determination that an operator who happens to be above an 
average which may be considered fair and reasonable for ratemaking 
purposes is improvident and excessive. That does not necessarily 
follow. 

The average that was adopted was an accumulation of a set of 
figures and an arithmetic mean. There was no, shall I say, scientific 
study that said, “You, in your exercise of business judgment and in 
your purchasing practices, were inefficient and therefore we disallow 
everything.” This was purely a simple way of attempting to derive 
some standard, and the subsidized operators accepted that particular 
method of doing it for the sake of expediency, and we consider that a 
very effective manner of handling it. 

Since that time studies have been conducted. Mr. Hochfeld’s or- 
ganization is conducting studies into the feeding practices and the 
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cost of feeding, so that we can get more information and so that 
the Administrator will be in a position to make the requisite 
determinations. 

We do not say that everything should be included for reserve and 
recapture purposes. We never say that. I don’t think that that 
position would be taken. It may be that, after study, the Maritime 
Administrator will determine all of an operator’s expenses above the 
average should be included. An operator may be extremely efficient 
and may be doing everything it can to hold down its costs but, because 
of peculiarities in his trade, the cost of feeding may be somewhat more, 
and that should not automatically rule out everything above an area 
average. 

Mr. Casey. It should not rule it out for direct subsidy purposes. 
You picked an unscientific way of doing this in that you might come 
up with an ineflicient average. I guess the answer to my question is 
“ves,” is it? 

Mr. List. Lacking the completion of studies, the average method 
was at least a step forward. 

Mr. Casey. It was better than nothing. 

Mr. Last. Exactly, sir. 

Mr. Casry. Even at the present time there is that possibility that 
the fellow may be allowed all of his expenses, however inefficient, how- 
ever unreasonable, for recapture and reserve purposes, even though 
it may not be paid him directly in direct subsidy. That is, there is 
the possibility ? 

Mr. Last. It is a possibility. I should like it better, Mr. Casey, 
if it were perhaps stated the other way, that is, that there may be 
disallowed some of that which is excessive. 

Mr. Casry. I think we are getting off the track. 

The Cuatrman. Mr. Allen? 

Mr. Aten. Mr. Morse, it seems to me as we have been sitting here 
that we may have picked this double tracking and triple tracking 
problem out of context a little bit. and unduly. Is it not true that 
someone shipping from, say, the Midwest to a place in Switzerland, 
would have the choice of 4 or 5 lines that are, in effect, competing for 
that carriage? 

Mr. Morse. Certainly. 

Mr. Aten. Is it not equally true that from Yokohama all the way 
to Bangkok there are 4 lines on a 4-track route on which traffic can 
move to points in the United States, so long as they do not happen 
to be at a single seaport area? The back country has a four-track 
operation in competition with each other? 

What I am getting at is that it seems to be true that you cannot 
decide the policy just by considering whether there are 2 or 3 oper- 
ators on a single route, but you have to also consider the effect on a 
variety of operators who are on different routes? 

Mr. Morse. Putting it in my words, if you have cargo moving from 
the Orient destined to San Francisco as a final destination, you would 
only consider trade route 29; but if you have cargo moving from the 
Orient which has a Midwest or eastern destination, you would con- 
sider not only trade route 29 carriers but carriers in the gulf and 
carriers in the east coast. They are all competitive for that cargo. 

Mr. Aten. Thank you. 
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The CuHatrman. Are there any further questions? Mr. Morse, I 
want to take the opportunity to compliment you and your staff on 
the presentation you have made here this morning. Thank you very 
muc h. 


The next witness is Mr. Gardner. All right, sir. 


STATEMENT OF WARNER W. GARDNER, AMERICAN PRESIDENT 
LINES, LTD. 


Mr. Garpner. Mr. Chairman and members of the committee, I am 
Warner W. Gardner, appearing on behalf of American President 
Lines, Ltd. 

We are, in a highly technical sense, the opposition witnesses in this 
hearing. I say a highly technical sense because we are in com- 
plete agreement with almost everything that has been said yesterday 
by Chairman Morse and by Mr. Keller. Specifically, we agree that the 
Merchant Marine Act. of 1936 contempI: ites in proper circumstances 
more than one subsidized operator on a single trade route. We agree 
that the act did not establish a chosen-instrument policy. We agree 
that double or triple tracking is not nec essarily fatal to the lines in- 
volved, and has not been fatal to trade route 29 which has been triple 
tracked for 3 years past. 

Our point of ee ‘ement is a narrow one, but a critical one. It 
is one which Mr. Casey discussed this morning. It runs not to what 
what was said bat to what was not said—the standards intended by 
the Congress to be established before there should be multiple sub 
sidization upon a single trade route. 

We believe that the Congress intended that subsidization should 
only follow upon a determination by the Federal Maritime Board 
that the award was necessary to provide adequate United States-flag 
service, and that it would aid in the accomplishment of the purposes 
and policy of the act. We believe that section 605 (c) was worded 
with unfortunate obscurity, so that it has been interpreted to per- 
mit the grant of subsidy without these findings if the applicant is in 
existing service. We believe, finally, that this interpretation can lead 
to the almost automatic subsidization of any operator who applies 
for subsidy on his present service; and that the consequence can well 
be a serious oversubsidization of a trade route which has chanced for 
one transient reason or another to draw an abnormally large number 
of operators from other areas into that particular service. 

I shall try very briefly to indicate the reasons which seem to us 
to compel these conclusions. 

APL operates four subsidized services : 

1. A trans-Pacific passenger service between California and the 
Orient, on trade route 29, service E. 

2. A trans-Pacifice freight service between California and the Orient, 
on trade route 29, service F. 

The round-the-world service, using both freight and combina- 
tion vessels. 

The so-called Atlantic/Straits service, on trade route 17, be- 
tween United States Atlantic and California ports and Southeast 


Asia. 
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APL’s interest in the subject of multiple tracking is based chiefly 
on its trans-Pacific freight service on trade route 29. It is that 
service, 29-F, which leads American President Lines to its very real 
interest in the subject of multiple tracking. 

On this trade route, in contrast to others where APL also has a 
competitive interest but where United States-flag participation is low, 
we have so far both consistently and unsuccessfully opposed the con 
tinuing increase in subsidized sailings. I appear, then, as an advo- 
cate and not as a disinterested student of the problems faced by this 
committee. 

The reason APL opposes this continuing increase in subsidized sail- 
ings on trade route 20 is most dramatically shown by tabulating the 
increase in the annual number of subsidized sailings authorized or ap- 
plied for, and confined to service F of trade route 29, in the past few 
years. 

(The tabulation referred to follows:) 


Line 1952 1953 1954 1955 1956 | (1957? 

American President Lines 26 26 DH 2% yh 2 

Pacific Far East Line 1) 1) ) 3 53 

Pacific Transport Line 26 2 26 26 31 
Applicant lines 

States Steamship Co 30 

States Marine Line 36 

Total 26 92 92 92 105 176 

! Loads first in Pacifie Northwest: about one-half of outbound eargo from California 


2 Application fro increase in sailings pending 


This potentially sevenfold increase in sailings is almost equaled when one 
looks at the almost fivefold increase in annual sailings of subsidized vessels serv 
ing trade route 29, or a part thereof, either alone or in conjunction with other 
areas. That may be tabulated: 


Line 1952 1953 1954 1955 1956 (1957) 2 


American President Lines 


Trans-Pacific Freight 26 26 26 2 26 26 
Round-the-world ! 26 26 26 28 28 28 
A tlantic/Straits 14 16 28 
Pacific Far East Line 10) 10 () 43 53 
Pacific Transport Line___-- 26 26 mH 26 231 
American Mail Line 13 13 13 13 13 13 
Applicant lines 
States Steamship Co 30 
States Marine Line 72 
Isbrandtsen Co 26 
Total 65 131 131 147 162 307 


! Outbound only 
? Application for increase in sailings pending. 
3 Inbound only 

Mr. Garpner. That is the service which serves only the California- 

Mr. GArDNEI 
“ar East trade. 

In 1952, American President Lines was subsidized for 26 sailings. 
That was increased to 92 for the next 3 years. This year there are 105. 
If the pending applications are al] granted there will be 176 sailings 
subsidized on trade route 29 alone where 5 years before there were but 
26. ‘This potentially sevenfold increase in sailings is almost equaled 
when one looks at the almost fivefold increase in annual sailings of sub- 
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sidized vessels serving trade route 29, or a part thereof, either alone or 
in conjunction with other areas, shown by the second tabulation. 

There were, in 1952, 65 subsidized sailings. That was about doubled 
in 1953 and 1954, slightly increased in 1 55. This year there are 162 
authorized, and, if the pending applications are all granted, there will 
be 307 subsidized sailings. 

We believe that trade route 29 is in the course of being seriously 
overtonnaged. The United States-flag lines in 1954 carried 82 percent 
of the outbound liner cargoes, both commercial and military. Of the 
total outbound movement of 1,850,000 long tons in 1954, the subsidized 
vessels carried 38 percent ; together with the lines now applying for 
subsidy, they carried 57 percent. 

We find the oversubsidization of trade route 20 is, however, rather 
less in the percentage of total traffic than in the type of traffic on 
which it rests. The general cargo, the package trade is a very stable 
movement, increasing slightly each year, at compensatory rates. But 
in 1954 it amounted to only 38 percent of the total outbound-liner 
movement. The balance was 30 percent of bulk cargoes, chiefly grain 
and iron ore to Japan, and 32 percent of military cargoes. As the 
presently subsidized lines have a subsidized capacity in excess of the 
total movement of general cargoes, any thought of further subsidiza- 
tion must, we consider, assume the continued availability of bulk and 
military cargoes in at least the present volumes. 

But in fact the transpacific military cargoes are declining rather 
rapidly from their 1953 peak, at the close of the Korean War. 
The liner movement of military cargoes on trade route 29 in 1955 was 
only 50 percent of that in 1953. The full movement of military cargoes 
on Government vessels, tramps as well as liners on trade route 29 in 
all vessels in 1955 was only 40 percent of that in 1953. 

The bulk commodities present a different problem. Their move- 
ment is exceedingly erratic as concerns both volume and rates. Post- 
war on trade route 29, the outbound liner carriage of bulk commodi- 
ties was 53,000 long tons in 1950, more than 10 times as much in 1952, 
some 595,000 tons, and back to about 60 percent or 394,000 tons in 1955. 

So far as the freight rates are concerned, they are a factor which 
is very delicately adjusted to the volume of the bulk movements and 
the number of tramps in the trade. In the middle of 1954, grain 
to Japan, to take 1 example, carried a rate of $7 a ton and it was just 
on the line of being noncompensatory for the additional out-of-pocket 
costs which were involved to a liner in carrying it. By the end of 1955, 
the grain rate had shot up to $13.50 and was, and is I might add for 
the moment, a very good cargo. 

That is the cause of American President Lines’ alarm at the over- 
subsidization of trade route 29. The United States-flag lines can- 
not realistically hope to carry more than their present 80 percent of 
total liner cargoes. If the pending subsidy applications are granted, 
the subsidized capacity will be about 150 percent of the reliable 
general commercial cargoes. Any further decline in military cargoes 
or any major downw: ard swing in bulk volumes or rates could result 
in very heavy losses to all subsidized operators. 

It has sometimes been said to this committee, although I think not 
in the current hearings, that there really can be no cause for concern 
on the part of the subsidized line if subsidy is granted to an operator 
already ir the trade. He is simply being paid subsidy and the situa- 
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tion continues unchanged. That we do not believe in fact to be 
the case. The subsidized operator is not, and in our judgment should 
not be free to go wherever the pastures look to him to be the greenest. 
He must continue his regular service even though the traffic volume 
or freight revenues are down. That is in part the reason he is paid 
subsidy, to assure the shippers of this country that they have a depend- 
able United States-fl: ag service. 

The unsubsidized operator, on the other hand, will ordinarily 
desert an unprofitable trade, and this in itself will produce a com- 
pensating or stabilizing reduction in the vessel capacity serving that 
trade. This is illustrated on trade route 29. 

In 1954 the total outbound-liner movement on that trade route de 
clined by 13 percent from its level in 1953. I might say that that 
statement may be reconciled with the chart supplied by the Maritime 
Board in that their chart speaks only of commercial cargoes, which 
increased slightly. Counting military cargoes, the overall liner move- 
ment declined by 1 13 percent. The United States-flag lines in 1953 
made 496 sailings from California. In 1954 they made only 410, a 
decline of 17 percent. Where did that decline take place? The sub- 
sidized vessels made 136 sailings in 1953 and 133 in 1954, a decline 
of only 2 percent. The unsubsidized vessels made 360 sailings in 1953 
and only 277 in 1954, a decline of 23 percent. It is evident that un- 
subsidized lines can and do adjust to changing traffic conditions, while 
subsidized lines cannot and do not. 

It seems to us equally evident that it is not good policy to estab- 
lish a fourth, fifth, sixth, or even seventh subsidized service on this 
trade route, when it is done in the face of declining military and 
fluctuating bulk cargoes. Nor can it be sound policy to subsidize all 
these United States-flag lines for the primary job of competing against 
other subsidized United States-flag lines. 

That is the practical problem, and the very real fear which American 
President Lines entertains with respect to the potential oversubsi- 
dization of trade route 29. 

I would like to suggest what we believe to be the case of this situa- 
tion and what we believe should be its cure. 

The term “multiple tracking” seems to us to be an inaccurate 
description of the problem. As I said at the outset, we don’t believe 
the law forbids multiple tracking, nor that the first operator in the 
trade was intended by the Congress to be the chosen instrument of 
its maritime policy. If adequate United States-flag service requires 
the subsidization of more than one operator, then we believe that 
should be done. 

The difficulty we find lies instead with the obscure wording of sec- 
tion 605 (c) which has led the Board to conclude that if an operator 
is in existing service he is entitled to subsidy whether or not his service 
is necessary to adequate United States-flag service and whether or 
not it aids in the accomplishment of the purposes and policy of the act. 

There is, it is true, the further qualification of undue prejudice 
or advantage, but as no intervenor in the 20-year history of the 
Merchant Marine Act of 1936 has yet succeeded in establishing either 
undue prejudice or undue advantage, we did not consider this further 
obstacle to subsidization as having much practical force. 

We have quarreled both before the Board and in court with its 
interpretation of section 605 (c). We have never before the Board 
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or in court denied that they have adopted the best literal and gram- 
matical reading of those somewhat complicated words. We believe 
the result is to elevate literalism over the intention of the Congress, 
but we cannot say that they have misread the words of section 605 (c) 
as they are written; nor do we entertain much prospect of persuading 
the Board to our interpretation of section 605 (c). 

This literal interpretation of the words of that section produces 
both theoretical anomalies and very real and practical dangers. The 
anomalies are these: (a) Read literally, the statutory hearing is not 
required until the Board should first determine that the applic ant’s 
service is additional and not existing. (6) Read literally, the Board 
is under no duty whatever to consider the purposes and policy of the 
act unless the applicant be a newcomer to the trade, which Mr. Morse 
and his assistants advised this morning has not yet occurred where 
there is already one subsidized operator in the trade which means, 
carrying it one step further, that in no case of double, triple, and so 
on up, of multiple subsidization has the Board ever considered the 
purposes and policy of the act. (¢) Read literally, the Board is in 
much the same position as a bank ie obliged to honor the subsidy 
drafts of all who are properly accredited, and without regard to the 
need for the service on which subsidy is asked. 

Now this was not, in our view, intended by the Congress. We 
believe the congressional purpose with respect to multiple subsidiza- 
tion was very well and carefully expressed by the subcommittee inves- 
tigating the merchant marine, of the Senate Committee on Interstate 
and Foreign Commerce in 1950. I have quoted by coincidence the 
precise 2 paragraphs which Chairman Morse quoted in his report. 
Our difference is only that I have underlined different parts of those 
2 paragraphs than he did. 

The part to which I would like to draw the attention of the com- 
mittee is these three brief and, to my mind, very clear sentences: 

It was specifically written into the act that double subsidies in a trade route 
were to by excluded, but that it should only come about after hearings for the 
purpose of determining the adequacy of existing service. * * * 

The problem is not one of deciding whether dual subsidies is or is not intended 
in the 1936 act, but only that of determining what is adequate and what is not. 
That is a question of fact. The members of the subcommittee reaffirm the intent 
of Congress and are satisfied that the language of section 605 (c) is sufficiently 
definitive of adequacy for guidance of the Federal Maritime Board in making 
its finding. 

The language of section 605 (c) unfortunately has not been suf- 
ficiently clear to ouide the Board to the conclusion we believe the 
Congress intended. That is that with respect to an existing operator 
the Board must determine that subsidy is necessary for adequate 
United States-flag service and to aid in the accomplishment of the 
purposes and polic y of the act. 

Trade route 29 is a classic example of the practical dangers which 
inhere in an interpretation of section 605 (c) which makes existing 
service the only criterion as to whether a subsidy application should 
be granted. By 1949, the outbound military traffic in liners on trade 
route 29 had fallen to 444,000 long tons. With the outbreak of the 
Korean war, the military traffic moved sharply upward until it 
reached 1,110.000 long tons in 1953. This military traffic was more 
than the total outbound liner commercial cargoes on the route. As 
those military cargoes were fairly enough allocated among the 
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United States-flag lines on the basis of their berth sailings, it was 
natural that many new operators should enter the California-Orient 
trade and that others very largely increased their sailings. This ab- 
normally large number of United States-flag vessels was such that 
their ope rators could consider them to be existing services and en- 
titled, without more ado, to an award of subsidy. 

It is natural enough, with vessel replacement problems becoming 
imminent, that these operators should ask for subsidy. It is un- 
fortunate, and perhaps more than coincidental, that their applications 
should be filed at the precise moment that the volume of military 
traffic is falling off, and has almost sunk to the level of the 1949 
movement. 

The almost inevitable result, so long as the Board feels bound to 
subsidize every existing operator, is to get subsidy in 1957 on the basis 
of an abnormally high traffic volume in 1953. 

The subsidy contracts run for 20 years.. An award of subsidy can 
be expensive, both to the taxpayers and to the competitors, so long 
as the Board feels compelled to make an award without regard to its 
necessity in accomplishing adequate United States-flag service or the 
purposes and policy of the act. 

We believe the Congress should revise the words of section 605 (c) 
to restore what we consider to have been its original intention. A 
suggested revision and considerable simplification would be: 

(c) No contract shall be made under this title, unless the Commission shall 
determine after notice and hearing that the service already provided by vessels 
of United States registry in the service, route, or line in question is inadequate, 
that in the accomplishment of the purposes and policy of this act the award of 
an operating differential subsidy contract is necessary, and that the effect of 
such contract would not be unduly advantageous or unduly prejudicial as be- 
tween citizens of the United States: Provided, however, That such notice, hear- 
ing, and determination shall not be required in the case of an extension, renewal, 
or minor modification of an existing contract. 

I have attached a comparative rendition of this proposed revision 
as annex A to this statement. 

Such a revision would require that the Board, before awarding sub- 
sidy to any applicant. find that the grant is necessary to adequate 
United States-flag service on the route in que stion, and would aid in 
the accomplishment of the purposes and policy of the act. That does 
not seem to us to be an fninabeate or unreasonable limitation upon 
an applicant’s access to subsidy. It seems rather to be a rudimentary 
and almost obvious standard for sound and prudent administration 
of the act. 

The Federal Maritime Board, as we know by long experience, is 
an expert and fairminded body. With such a revision of section 
605 (c), American President Lines is confident that it would be faced 
with subsidized competition whenever any of its trades called for it. 
It would have a corresponding confidence that it would not face 20 
years of excessive, subsidized ee which would be there only 
because, in our view, a 1951-53 bulge in military traffic drew liner 
service to trade route 29 in excess of that needed either before or after 
the Korean war. 

The Congress, for its part, would after such a revision of section 
605 (c) have assurance that subsidy awards would be granted where 
needed for adequate United States-flag service, and not simply be 
cause an unsubsidized operator has for one historical reason or another 
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been drawn to the trade. The Congress, too, would have assurance 
that the award of subsidy would be made in order to accomplish the 
purposes and policy of the act, and not to fulfill a supposed statutory 
commitment to put every existing operator under subsidy. We urge 
that some amendment such as that here suggested be made to section 
605 (c). 

The CuHatrrMan. Does that conclude your statement / 

Mr. Garpner. That concludes my statement, Mr. Chairman. 

The Cuarrman. Mr. Allen? 

Mr. Auuen. Mr. Chairman. 

Mr. Gardner, I want to compliment you on what I think is a very 
splendid presentation. It does seem to me, however, that, since you 
approach the problem in this fashion, you have limited yourself far 
more to the commercial and economic requirements of the operators 
than to an equal consideration of the military necessity. 

Now, on page 4, you discuss possible overtonnage of the service, 
among other places. It would seem to me that, if we followed an 
application of the same principles to the subsidized merchant marine 
generally, we would find that we were in danger of overtonnaging 
almost every service if we use the rule that the tonnage they will carry 
is somewhat limited to the percentages they have carried. 

On the other hand, we are confronted continuously with the views 
of the military that, for defense purposes, we are short a great many 
ships in a variety of categories. It seems to me that, unless we gamble 
a little bit on overtonnaging some existing services with the hope of 
building up in the future or even running without full down ships, 
that the alternative is going to be possibly the building up of a very 
large military fleet which will be necessary for defense purposes, and 
we might find ourselves with a very super MSTS operation instead 
of the one we have. Can you comment on that viewpoint ? 

Mr. Garpner. I would be happy to, Mr. Allen. 

I would like to say at the outset that we are in a world where there 
is nothing black and white. There is much truth to what you have 
said, and it comes to a policy judgment. In my view, that policy 
judgment should give primary weight to two considerations. 

One is that, if you are looking at this as one must in considering the 
structure of the Merchant Marine Act of 1936 over a long pull, I 
don’t believe that the defense requirements are advanced by setting, 
let us say, 6 lines in subsidized competition with each other based 
upon an essentially erratic and unpredictable traffic. It has not hap- 
pened on trade route 29 in the 3 or 4 years that there has been triple 
tracking, but I think sometime, as the whole history of shipping 
shows, there is going to be trouble on trade route 29. It might be that 
peace comes back and the military requirements fall off. It might be 
because tramps come and bulk movements go down. 

TI might say that I am in somewhat disagreement with Administrator 
Morse in that I do believe the 50-50 legislation has an important effect 
upon the transpacific shipping. It may be that the Congress would 
change that policy. It may be that foreign economic aid, upon which 
I think all are agreed much of the transpacific bulk movement rests. 
would come to an end. 

We are talking about a 20-year period, and I think we are not taking 
a little gamble but a large gamble on the continued health, prosperity, 
and efficiency of the existing operators if we, in order to get more 
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vessels built and afloat, say, “Let the future take care of itself. Let’s 
subsidize everybody who wants and who is in service.” 

The second consideration, Mr. Aller, is that, as I said at the outset, 
American President Lines has opposed consistently the continuing 
subsidization of trade route 29. We have in some circles been con- 
sidered, therefore, reasonably obstreperous in finding competition in 
any form distasteful. 

I want to make it plain that we take that position only with respect 
to trade route 29, where the United States-flag tonnage of total cargoes, 
military and commercial, is now 82 percent. We serve a great many 
other trade routes and have not and are not adopting the position 
that United States-flag service is adequate on those. It plainly is not. 

As Mr. Morse said this mor ning, trade route 12 needs more service. 

I feel that, if the objective is to get additional ships for military pur- 
poses, and that is the very important objective of the Merchant Marine 
Act of 1936, the Federal Maritime Board would be better advised to 
turn to routes where the commercial aspects, commercial objectives 
of the act are not endangered so heavily as they are in trade route 29 
by putting a large number of subsidized lines into subsidized compe- 
tition. 

Four out of every 5 tons of cargo that moves outbound from Cali- 
fornia is carried on a United States-flag ship. That is the highest 
United States-flag participation to be found in the foreign commerce 
of the United States. We feel that that is a reason to diminish one’s 
emphasis upon trade route 29 rather than to accentuate it. No one 
can answer the question you have raised, but those, roughly, would 
be our views, sir. 

Mr. Auten. If you limit yourself to the commercial aspects and 
the economic welfare of the company you represent, I think you have 
made a very good presentation. 

At the same time, is it not true that whenever there is an upsurge 
of military requirement on the opposite side of the Pacific Ocean, 
which seems to be too habitual for comfort, the ships available in the 
subsidized and other operations are way under the requirements of 
the military, possibly just because of the width of the ocean? 

Mr. Garpner. They are, sir. I am not suggesting for one moment 
that I or anyone that I have ever seen can tell what is going to happen 
to the transpacifie trade from California. I do feel that, if we are 

lealing with essentially erratic movements which have in the broad 
sense a heavy political rather than economic foundation, that the wav 
to deal with those is with a fluctuating service, with tramp service or 
with operators who come in to meet the need. 

I am not completely familiar with the sailing history of the Pacific 
in 1950. It is my belief that you will find that there was at the out- 
break of the Korean war an intense shortage of vessels, and that the 
military, as you have suggested, ran many military ships and there 
was a great deal of cooperation with the shipping lines of other routes 
to make vessels available. 

I think you will also find that within about a year’s time or rather 
less that the continuing needs engendered by the Korean conflict were 
being met by berth operators who had come into the trade in response 
to the sudden increase in demand and too, I might say, as indicated 
in the history of 1953 to 1954, are to the extent that the traffic falls off 
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leaving the trade. That is the way we believe fluctuating traffic 
should be handled. 

Mr. Auten. I notice that on page 5, I believe it is, that you have 
estimated that there might be an overtonnaging to the extent of 150 
percent, or that at least there is danger of a very severe overtonnaging. 
Do you not there base your projection upon an assumption that the 
tonnage moving for the next period of years will remain relatively 
static, and is there not a rather divided opinion on that subject ? 

Mr. Garpner. I am afraid, Congressman Allen, I did not make 
mveelf clear. I can’t measure the overtonnaging. I can’t even be 
sure that there will be any. If military requirements go up, if the 
bulk movements whatever their source—whether 50-50, economic aid, 
or some revolution in the economy of the Far East—continue at their 
present levels and rates, there won’t be overtonnaging. 

My figure of 150 percent rested upon what has historically been the 
trade route 29 traffic, the package trade, the general cargoes. Prewar 
there was almost nothing but general cargo on trade route 29. Post- 
war it has continued a steady, stable erowth reflecting the general 
increase in the volume of our economy and the gradual recovery of 
the Far East. 

The general cargoes have increased rather steadily from 1920 right 
on to this point. If that were the trade on trade route 29, our ob- 
jections to subsidizing up to so close to the total volume would be 
minimized or eliminated. Unfortunately, it is only about a third of 
the total of trade. The other two-thirds are unpredictable, and I am 
certainly not attempting here and have not attempted anywhere else, 
to pre “lic ‘t what those future movements are going to be the re of bulk 
cargoes or of military cargoes. 

We know only one thing for certain: That the bulk rates are going 
to fluctuate very rapidly between very profitable rates and very low 
rates, whatever the volume may be. 

Mr. Auten. My question was prompted in part by a sort of recol- 
lection that, with the subsidy applications of Pac ific Far East Lines 
and Pacific Transport Lines being considered, there was a considerable 
effort made to forecast the trade potentials of the Far East with the 
Pacifie coast ports and that the Maritime Board’s conclusions were in 
large part or in some part based on that presentation; and it did seem 
to me that the future over a 20-year period at that time seemed to be 
rather hopeful and envisaged a very substantial increase in the trade 
over the ocean. 

Mr. Garpner. May I comment on that, sir? That was before I 
was counsel for American President Lines, and I have myself never 
had much taste for predicting what I considered to be unpredictable 
movements of traffic. I don’t know and even the Board with all its 
wisdom cannot have the faintest idea what the military traffic on 
trade route 29 is going to be 2 years from now. Bulk movements, his- 
torically absent from the trade route, have been present in the postwar 
years in oC od volume. 

We made a determined effort, both our opponents and ourselves in 
the hearings recently concluded, to determine how much of that rested 
on foreign aid programs and how much on 50-50 legislation. We 
couldn't tell. 

I am not prepared to say and I would rather doubt that anyone is 
prepared to say what the future volume is going to be. 
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So far as the predictions which were made in S—18 and S-19 are con 
cerned, I think every party there can more or less feel that he has 
been vindicated by the future years. The American President Lines’ 
witness testified to the movement of general cargoes. He has been 
proven right. The Board and the subsidy applicants there lumped 
everything together, in essence. It was not that gross an operation, 
but they included heavily in their estimates continued military and 
continued bulk movements and, for the 4 years that have passed, the 
military has held up. The Korean War did continue until 1953 
Japan still does need iron ore from this country. It is still buying 
grain in amounts which measure by prewar years as unusually large. 

It could be that for the next 20 vears the milits ary Will still have to 
ship 500,000 or 750,000 long tons a vear out of California. I certainly 
hope that is not the case. 

It may be that grain and iron ore will continue to move. My guess 
is that grain provebly will and iron ore probably won't but it is a 
guess. It isa guess that I have yet to find a man wise enough to predict 
with any confidence. 

Those movements, in contrast to the general cargoes, do not reflect 
the economy of the two countries but reflect certain special circum 
stances. I have no doubt that general cargoes will continue to increase. 
Our increasing population and increasing industrialization, with the 
same for the Far East, means to me that, as the Board said in S—IS 
and S-19, it gives every ¢ we 1 Optimism as to those cargoes. They 
are, however, only a third. oft the total. 

Mr. Atten. Does that amount to saying that, whether your opinion 
expressed to us is good, depends on who is the best wuesser 4 

Mr. Garpner. I think it does, sir. I don’t believe that any man 
can say that he knows what the military requirements will be. Pos- 
sibly there may be such a man, but he is either on or close to the gen 
eral staff level of the Pentagon. 

Mr. ALLEN. On page 6 you compare the decline of sailings in the 
subsidized and unsubsidized vessels showing the 23 percent decline 
on the part of the nonsubsidized. I am curious whether they left 
because of the falling off of the transpacifie trade alone, or did world 
trade in other fields develop to draw them to greener pastures? 

Mr. Garpner. I would have to be guessing as to what went on in 
the minds of our competitors there. I think I would prefer not to 
answer that question, but possib ly to defer it to the next witness. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuatrman. Neither the Chairman of the Board nor you have 
mentioned the new and rising competition in that area, new ships 
that are being built foreign. What effect, if any, will they have on 
the statement you have already made on this subject ? 

Mr. Garpner. The chief worry on trade route 29 is, of course, the 
trade between California and Japan with respect to the Japanese 
vessels. The Japanese merchant marine is coming back very fast, if 
not already back to its prewar level. 

The CuarrmMan. I noticed the ships in South America and I noticed 
them on your Pacific coast just last fall. 

Mr. Garpner. I suppose that, where the foreign vessels are now 
carrying 20 percent of the total outbound traffic and 30 percent of the 
total commercial traffic, that there would be some tendency to in- 
crease their carrying and, accordingly, so far as the American-flag 
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vessels are concerned, to intensify what might be overtonnaging if the 
traffic volume should in any way go down. I would not hke to give 
that too much effect. We are set up in business to compete with the 
foreign-flag vessels and, if they can build new ships, so can we, and 
we hope to do our best to keep the cargoes moving under American 
flag. I would not like to see the policy of the Board too heavily in- 
fluenced by a feeling of timidity with respect to foreign competition. 
We are being subsidized to meet it and hope to do our best to do so. 

The Cuarrman. Mr. Thompson ? 

Mr. THompson. I would like to ask Mr. Gardner one thing that 
seems rather curious to me. 

To what do you attribute this very good position of handling 70 
percent of the total outbound commercial cargo or 80 percent of 
the total? Why is it so favorable on the west coast as against the 
total United States ? 

Mr. Garpner. Because it was Korea rather than Iceland that was 
invaded, sir. 

Mr. Tuompson. Does it exist today ? 

Mr. Garpner. If I may take a sentence or two to answer what in my 
view is the explanation, the Korean war brought into the Pacific a 
large number of additional sailings by United States flag vessels to 
handle the military traffic. 

That military traflic, as I indicated, was at the peak, over a million 
long tons a year outbound, allocated evenly and fairly. Iam in no sense 
criticizing the method of allocation. It was the only fair method. 

It was allocated among the United States-flag sailings. That meant 
that a United States flag operator could be assured, if I can take an 
arbitrary figure, of say "3,000 or 4,000 tons for each outbound liner 
that he put on the berth. 

There would be space over and, obviously, he would attempt to fill 
that from commercial sources. With this increased United States- 
flag sailing partially but not wholly filled up with military traffic, 
there was heavy increase in United States-flag operators as compared 
to foreign-flag offerings. 

I think in consequence of that the American-flag vessels have been 
able to make a really splendid showing with respect to competition. 
I feel that it has an artificial base. 

Mr. Tuomrson. They have been able to maintain these schedules? 

Mr. Garpner. Yes. It is going down a little bit with the decline 
in military, but not seriously. It may have been 75 percent 3 years 
ago and now Ti percent with respect to commercial cargoes. 

Mr. Tuompson. Then, in your opinion, sir, do you think that if 
these applications are denied that this same competition that would 
occur in the event that they were approved would not come to us 
perhaps under foreign flags by maybe the same vessels ? 

Mr. Garpner. I am in a little awkward re in that, although 
I cannot escape in some measure arguing, I do not want to argue my 

case before the Board to this committee. All I want and all I have 
been trying to direct my attention to this morning is to have the 
Board deal with these questions on what you might call the merits, 
adequate United States-flag service and the purposes and policy of 
the act. If the Board is of the view that those considerations require 
additional subsidizations on trade route 29, while I might have a 
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complaint to argue before the Board I have none before this 
committee. 

I cannot ask this committee, in other words, to pass technical judg- 
ment on the need for subsidization on trade route 29. 

Mr. THomprson. What is your opinion, though, as to whether or 
not you thought that this same competition might not appear in 
another form; that is, under a foreign flag? 

Mr. Garpner. It is possible and, if your question is directed toward 
one problem and it is a difficult problem as was touched on by the 
chairman, and if I can draw it out as a policy where a lawyer has 
no business being, it is an exceedingly difficult one and, to my mind, 
the answer was made in 1936. It is probable that at some time—it 
won’t be 5 years and might not be 10 years but at some time the 
remaining unsubsidized operators under the United States flag are 
going to have to replace the present tonnage. I do not believe, from 
what I have learned of the steamship industry in a few years, that 
it is possible for them to do it without the advantages which are 
offered the subsidized operator. That leaves the Board and the Con- 
gress with the alternative of— 
do we subsidize every American-flag operator in order to insure that he builds 
United States-flag ships, in order to insure that he does not go foreign, or do 
we undertake to maintain a certainly healthy, certainly efficient operating 
organization, a nucleus, whether the nucleus be a third or 80 percent of the 
peak of the American merchant marine? 

It is a question of dollars. It is a question of national defense, 
and so on. 

Mr. Tompson. If it were shown to you, Mr. Gardner, that maybe 
20 percent of this free cargo in the next 5 years would probably go 
over to foreign competition, indicating that in later years it would 
further go to “foreign competition, would you then consider that more 
American lines should be subsidized to assist in the handling of that 
trade? 

Mr. Garpner. I am of the personal view, sir—and I believe it was 
the view which underlay the 1936 act—that the Congress in under- 

taking to subsidize a good portion of the American merchant marine 
wanted to insure that its subsidy dollars were going for competition 
with foreign flag and not competition among subsidized United States- 
flag vessels. I would be of the view that, if you get to a point where 
a single trade has 6 subsidized operators carrying 4 tons out of every 
5 in competition among themselves, you have gone too far. 

Mr. Tuompson. That is the very point I am trying to make, if I 
may interrupt you. 

If we began to show a much less favorable position on any route, 
do you think then that it would be at that time that the additional 
subsidization should be considered, and not when you are in such a 
favorable position ? 

Mr. Garpner. It is not a matter of time, Mr. Congressman. I think 
it is a matter of area. There are very few foreign trade routes in 
which there is at this time adequate United States-flag partic’ pation. 

If you are handing me the policy of the Congress as well as the 
Federal Maritime Board to shape as I would, I would say that every 
effort ought to be made to increase subsidized sailings in areas where 
the competition would be foreign rather than subsidized United States- 
74646—56—7 
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flag. Just how that could be done, I don’t know: Persuasion, making 
it attractive, and so on. 

Mr. Tuompson. Still supposing for the moment that the United 
States-flag vessels in this route were handling only 20 percent of the 
volume and foreign flags were handling 80, then what would be your 
position ¢ 

Mr. Garpner. My position would be there, as it is on other trade 
routes served by American President Lines now: more subsidized 
United States-flag capacity is desirable. 

Tuompson. Then it would be a matter of timing ? 

Mr. Garpner. Yes, I believe so. 

Mr. Tuomerson. That isall. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Van Pelt? 

Mr. Van Pett. I have no questions. 

The Cuairman. Mr. Mailliard ? 

Mir. Maitiiarp. I have no questions. 

The Cuairman. Mr. Pelly? 

Mr. Petty. I have no questions. 

Phe CuarrmMan. Mr. Casey ¢ 

Mr. Casry. Going back to the situation as existed in 1953, or 
whenever it was that PFE and PTL came in applying for subsidy, 
where APL was the existing operator on the route, I believe that 

Board did not determine adequacy of service, did they? 

Mr. Garpner. No. 

Mr. Casry. They never got into that area ? 

Mr. Garpner. No, they found Pacific Far East and Pacific Trans- 
port to be in existing service, and they found that the subsidy was 
not unduly advantageous to them nor unduly prejudicial to Ameri 
ean President Lines, and that ended the inquiry. 

Mr. Casey. Suppose they had gone further and suppose they had 
found that the existing American-flag service was adequate; that is, 
including PTL and PFE; but that it would be impossible for PFE 
and PTL to lay aside anything to replace their ships unless they got 
a subsidy, whereas under the same conditions APL with the subsidy 
would be able to replace their ships. Do you think that that should 
have been a factor for the Board to take into consideration in passing 
upon those applications ¢ 

Mr. Garpner. I am not prepared to answer as to that specific 
application. That was in 1949. 

Mr. Casry. I am only giving you a supposititious question, 

Mr. Garpner. I would say that, if you are in a trade where the 
service of the subsidy applicant is necessary for adequate United 
States-flag service, passing for the moment how you define adequate 
United States-flag service, if his service is necessary and if the Board 
found that that service cannot be continued without subsidy, that the 
adequacy standards had been met. 

Mr. Casey. Let me read the first part of the bill that you would 
propose to this committee : 

No contract shall be made under this title, unless the Commission shall deter 
mine after notice and hearing that the service already provided by vessels of 
United States registry in the service, route, or line in question is inadequate * * * 

Now, as I read the rest of that bill, each of these clauses require a 
specific finding separately. In other words, each of the findings 1s 
necessary to a favorable decision. 
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Mr. Garpner. That was certainly the intention of the draftsman. 

Mr. Casey. I can see that you have an “and” at the end of each, 
showing that each is necessary. Transferring that back to the 
APL-PFE-PTL situation, I can see that the Board might have found 
that the existing service on vessels of American-fl Ag registr y Was a de- 
quate and would have remained adequate as long as the other two 
operators could have continued in competition with APL which was 
receiving a subsidy, but certainly never would have been able to re 
place their ships. 

Mr. Garpner. I think, Mr. Casey, that you have a good point there, 
and that clause reflected perhaps too unreflecting a copying of the 
present section 605 (c) language. 

Mr. Casey. In other words, under this kind of a bill, I doubt that 
you would ever get a situation where an existing operator could 
qualify for a subsidy 

Mr. Garpver. That certain ly was not my intention. 

Mr. Casry. Let us devote ourselves for the minute to the situation 
of trying to correct. 

Mr. Garpner. May I sort of modify my answer? 

These clauses were copied from the existing section 605 (c), and I 
believe by this time it is reasonably well established that the Board, 
in determining whether the existing service is adequate, does not have 
to draw down the curtain at the moment of its decision but can make 
an intelligent analysis of what the adequacy of the existing service 
is: i. @., if it is going to go out of existence in a year without subsidy 
or 2 years or 3 years, it would be rather foolish for the Board to say 
that the existing service is adequate when they know that the existing 
service has in it the seed of disappearance; and I believe that the 
past decisions of the Board would be sufficient to permit this language, 
which would incorporate those decisions, to escape the criticism which 
I at first ores 

Mr. Casey. I do not know how much weight we could give the past 
decisions of the Board in construing this bill when your bill is de- 
signed to correct the decisions the Board took in the past. 

Mr. Garpner. I tried not to tamper with any of the phrases. 

Mr. Casey. How you would propose construing this is that, if the 

,oard should decide that the 2 new applicants or even 1 new applicant 
would go out of business or would go to foreign flag unless he were 
supplied with a subsidy, or if it should determine that unless he get 
a subsidy he would not be able to replace his ships when they became 
of age, then they could take that into consideration in determining the 
matter of adequacy of service ? 

Mr. GarpNner. Yes, sir. 

Mr. Casey. Now. the situation that this bill is designed to correct, 
as I understand it, is the clause 2 situation that I was discussing with 
Mr. Morse where the only factors that they consider now are the undue 
prejudice and undue advantage clause, and never get to the adequacy ? 

Mr. Garpner. For the reasons that you brought out this morning, 
I don’t believe that undue prejudice and undue advantage have a 
great deal of practical content. It may be that some day I will be able 
to read some into it. but at this stage and for the past 20 years they 
have not. 
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Mr. Casey. All through your statement you refer to the point that 


the Board is never required to construe the purposes and policy of the 
act under 605. 


Mr. Garpner. Yes, sir. 

Mr. Casry. I am assuming that these are existing service cases where 
the new operator comes in. 

Mr. Garpner. Yes. 


Mr. Casey. You say that the Board is under no duty whatever to 
consider the purposes and policy of the act unless the applicant be a 
clause 1 situation, but the answer that I got from the Maritime Board 


this morning was that, while that is not required in a 605 (c), it is 
required under 601. 


Section 601 provides that: 
No such application— 


that is, no application, period, whether it is existing operator or new 
operator— 


shall be approved by the Commission unless it determines that (1) the operation 
of such vessel or vessels in such service, route, or line igs required to meet foreign- 
flag competition and to promote the foreign commerce of the United States. * * * 


Then in another pertinent part, that— 


* * * the applicant owns, or can and will build or purchase, a vessel or vessels 
of the size, type, speed, and number, and with the proper equipment required to 
enable him to operate and maintain the service, route, or line, in such manner 


as may be necessary to meet competitive conditions, and to promote foreign 
commerce * * * 


At least to that exent, the Board is required to consider the purposes 
and policy of the act in passing upon any application for an operating 
subsidy. 

Mr. Garpner. Yes, sir. 

May I indicate why I consider that a most incomplete answer ? 

In the first place, section 605 (c) calls for a public hearing and 
determination upon a public record, and I am of the view that, when 
purposes and policy of the act were specified in section 605 (c), it was 
the intention that it be a public determination. I have what you might 
call a natural professional bias in favor of determinations made upon 
a public record, without regard to how carefully—I don’t know how 
carefully or how cursorily those issues might be considered in an 
administrative determination. 

I don’t wish too much weight to be attached to my second answer 
because I am by no means convinced. 

Mr. Casey. Before you get to the second one, are you convinced that 
section 605 (c) requires a hearing to determine undue prejudice and 
advantage ? 

Mr. Garpner. Despite 3 years of preoccupation with that section, 
I have to read it each time. 

Mr. Casey (reading) : 

No contract shall be made under this title with respect to a vessel to be operated 
on a service, route, or line served by citizens of the United States which would 
be in addition to the existing service, or services, unless the Commission shall 
determine after proper hearing of all parties that the service already provided 
by vessels of United States registry in such service, route, or line is inadequate, 
and that in the accomplishment of the purposes and policy of this act additional 
vessels should be operated thereon; and no contract shall be made with respect 


to a vessel operated or to be operated in a service, route, or line served by two 
or more citizens of the United States with vessels of United States registry, 
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if the Commission shall determine the effect of such a contract would be to give 
undue advantage or be unduly prejudicial, as between citizens of the United 
States, in the operation of vessels in competitive services, routes, or lines, unless 
following public hearing, due notice of which shall be given to each line serving 
the route, the Commission shall find that it is necessary to enter into such 
contract in order to provide adequate service by vessels of United States registry. 


_ Mr. Garpner. Read literally, and the Board has not carried literal- 
ism to that point, section 605 (c) would permit the Board to determine 
whether granting the subsidy would prejudice or advantage the United 
States citizens, and only in the event that is reached the conclusion 
that undue prejudice or undue advantage would result, would a public 
hearing be necessary. 

Mr. Casry. In fact, not only read literally, but the fact that it has 
been mentioned for the “adequacy” and not for the “undue advantage” 
— lead to the conclusion that the public hearing is not required 

or it. 

Mr. Garpner. I am of the view, therefore, that 605 (c) turns into 
a creature quite different if read literally. 

I cannot believe that the Congress in enacting 605 (c) intended that 
the Board, after all these careful provisions for public hearing, should 
determine undue prejudice and undue advantage in proceedings in 
camera. That issue of all issues would seem one in which the com- 
petitors would obviously have to be heard. 

Mr. Casey. What was the second reason ? 

Mr. Garver. The second reason that I did not consider 601 to be 
a complete answer to my problem—and I don’t wish too much weight 
to be attached to it—is that so far no subsidy applicant who has sur- 
mounted the obstacle of section 605 (c) has come a cropper on section 
601. That is, every favorable determination under section 605 (c) 
has in 20 years, I believe, been followed by award of subsidy. 

I want to emphasize that I am not prepared to say that any of those 
decisions under section 601 (a) were improper. It does remain the 
fact that it has not been so far a very effective obstacle to what I fear 
might be oversubsidization under the present standards. 

The Cuatrman. Are there any further questions? 

Thank you very much, sir. 

Mr. Garpner. I apologize to the committee and to the next witness 
for my wordiness. 

The CratrMan. Your testimony has been very interesting and the 
subject is interesting to the committee. 

We want to hear all sides. 

(The annex referred to follows:) 


ANNEX A 


Comparative text of amendment proposed by American President Lines, 
Ltd., to section 605 (c) of Merchant Marine Act, 1986 (49 Stat. 1985, 46 U. S. C. 
sec. 1175 (c)): 

(c) No contract shall be made under this title [with respect to a vessel to be 
operated on a service, route or line served by citizens of the United States which 
would be in addition to the existing service, or services,] unless the Com- 
mission shall determine after proper notice and hearing [of all parties] that 
the service already provided by vessels of the United States registry in [such] 
the service, route or line in question is inadequate, that in the accomplishment 
of the purposes and policy of this Act [additional vessels should be operated 
thereon ;] the award of an operating-differential subsidy contract is necessary, 
and that the effect of such contract would not be unduly advantageous or un- 
duly prejudicial as between citizens of the United States. Provided, that such 
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notice, hearing and determination shall not be required in the case of an ez- 
tension, renewal or minor modification of an existing contract. [and no con- 
tract shall be made with respect to a vessel operated or to be operated in the 
service, route, or line served by two or more citizens of the United States with 
vessels of United States registry, if the Commission shall determine the effect of 
such a contract would be to give undue advantage or be unduly prejudicial, as 
between citizens of the United States, in the operation of vessels in competi- 
tive services, routes, or lines, unless following public hearing, due notice of 
which shall be given to each line serving the route, the Commission shall find 
that it is necessary to enter into such contract in order to provide adequate 
service by vessels of United States registry. The Commission, in determing 
for the purpose of this section whether services are competitive, shall take into 
consideration the type, size, and speed of the vessels employed, whether passenger 
or cargo, or combination passenger and cargo, vessels, the ports or ranges be- 
tween which they run, the character of cargo carried, and such other facts as 
it may deem proper.J 


The Cuatrman. We have another witness, but, due to the hour, 
perhaps we should hear him at some other time. 


STATEMENTS OF JOSEPH H. BALL, VICE PRESIDENT, AND EDWARD 
A. TERRES, WASHINGTON REPRESENTATIVE, STATES MARINE 
LINES 


Mr. Batx. Mr. Chairman, I would just as soon let most of my state- 
ment go into the record. I would like to take 5 or 10 minutes. Would 
it be all right with the chairman to skip the preliminary portion and 
summarize it briefly ? 

The CuatrMan. If you desire, I can give you another hearing. 

Mr. Batu. I think a lot of my statement was very adequately covered 
by Chairman Morse, things such as the legislative history of the act, 
and so on. 

The Cuatrman. Your statement will be put in the record and you 
may proceed to summarize it as you see fit. ' 

(The statement referred to follows :) 


STATEMENT BEFORE MERCHANT MARINE SUBCOMMITTEE OF House COMMITTEE ON 
MERCHANT MARINE AND FISHERIES 


My name is Joseph H. Ball and I am vice president of States Marine Lines. 

States Marine Lines owns 14 United States-flag vessels and operates under 
time charter an average of about 36 additional United States-flag vessels. 

These 50 vessels are used interchangeably in our berth services from the 
United States Atlantic, gulf, and Pacific coasts to the United Kingdom, Europe, 
the Mediterreanean and the Far East, and also in our two intercoastal services; 
namely, the Pacific-Havana-gulf general cargo service and the Pacific-Atlantic 
lumber service. 

States Marine Lines is not subsidized but has an application for operating 
differential subsidy now pending before the Federal Maritime Board. 

In addition, States Marine has recently contracted to purchase the Isthmian 
Lines, which has a fleet of 24 C-3-type vessels with which Isthmian operates 
regular services between the Atlantic and gulf coasts and the Red Sea, Persian 
Gulf, India, and Hawaii in addition to its round-the-world services. These 
services will be continued by Isthmian as a separate entity. 

First, may I thank the committee for this opportunity to be heard on the 
issue of whether operating subsidy should be limited by law to a single United 
States-flag operator on each essential trade route, or whether so-called double 
tracking or multiple tracking should continue to be permitted when the Federal 
Maritime Board finds it would further the purposes of the Merchant Marine 
Act of 1936. We are vitally interested in this issne since our pending applica- 
tion for operating subsidy would involve multiple tracking on several trade 
routes, although on one of our routes we are the only existing United States-flag 
line. 
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It appears clear to us that existing law does permit multiple tracking when 
the Federal Maritime Board finds that it will effectuate the policies of the 
Merchant Marine Act of 1936. 

We can find no language in the act itself which prohibits such multiple track- 
ing. The policy of Congress as stated in section 101 is to foster the development 
of a privately owned and operated United States-flag merchant marine sufficient 
to carry a substantial portion of our foreign commerce, to provide service on all 
essential trade routes, and to be adequate for our national defense in an emer- 
gency. There is no mention in that section of accomplishing this through a single 
operator or a chosen few operators. In the following sections, particularly in 
titles Il and VI, the act nearly always speaks of lines and services, in the plural. 
The language of section 605 (c) clearly contemplates the possibility of more 
than one subsidized operator on a particular trade route whenever the Federal 
Maritime Board finds it advisable. 

I have not myself researched the legislative history of the 1936 act. But I 
am informed by those who have done so that when the various bills which re- 
sulted in the enactment of the 1936 act were under consideration, proposals were 
advanced to limit subsidy to one line in each trade. These proposals were re- 
jected by Congress, both on the floor of the House and in committees. 

Our interpretation of existing law is confirmed by the only existing court 
decision on the issue. After the award of subsidy to Pacific Transport Lines 
and Pacific Far East Line for operation in the Pacific-Far East trade, American 
President Lines, which had already been subsidized in that trade, attacked the 
Maritime Board’s award in court. The attack failed. Judge Holtzoff of the 
District Court for the District of Columbia (American President Lines v. Federal 
Varitime Board, 112 F. Supp. 346 (1953) ) in dismissing the APL suit concluded 
with these words: 

“In view of the foregoing considerations, the court is of the opinion that the 
Board did not transcend any of the limitations of section 605 (c) in granting 
subsidy to the two defendant steamship lines.” 

Should Congress now decide, 20 years after the enactment of the Merchant 
Marine Act of 1936, to write into the law a prohibition against grant of subsidy 
to more than one line on a particular trade route, very serious difficulties would 
be encountered in assuring equitable treatment of United States citizens operat- 
ing steamship lines. I assume that Congress would not, and probably could not 
constitutionally, abrogate the existing subsidy contracts which already double 
or triple track certain trade routes. Presumably, these lines would have to be 
given so-called grandfather rights. But then the question would arise as to 
what to do about the four lines—States Marine, States Steamship, Arnold 
Bernstein Line, and Isbrandtsen—which now have applications for subsidy 
pending, all of which involve this issue. Are their rights any different in prin- 
ciple than those of the lines which already have contracts involving double 
tracking or triple tracking? And are the rights of the lines which already have 
contracts or which have applications pending different in principle from those 
of the unsubsidized lines which may be forced by economic necessity to apply 
for subsidy in the future? It would appear impossible to draft a prohibition 
which would treat all existing United States-flag operators equitably. 

But beyond the difficulties involved, we are convinced that such a _ policy 
would be wrong in principle and contrary to the best interests of the Government 
and the effectuation of the policy set forth in the 1936 act. 

In effect, such a prohibition would amount to a so-called chosen-instrument 
policy, which as I said before, Congress rejected when the 1936 act was passed. 
Also, Congress specifically rejected the chosen-instrument policy for the airlines. 

We believe Congress was on sound ground in rejecting the chosen-instrument 
doctrine and should continue to reject it. Not only is our country traditionally 
opposed to economic monopoly but we believe that our history demonstrates that 
any monopoly tends to breed sloth and inefficiency in management, whereas com 
petition promotes progress and efficiency. I think most economists would agree 
that the antimonopoly laws in the United States played a very large role in the 
tremendous growth of our industry in the past century. Our productive capacity 
has outstripped that of any other area in the world, particularly that in Europe, 
where the industrial revolution had its birth but where it was stifled by the legal 
existence of cartels and other monopolistic arrangements. In view of that back- 
ground, we think it would be unwise for our Government, in seeking to develop 
an adequate United States merchant marine, to risk everything on a single 
management on each route. 
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This is not a new position that we have taken. Long before our company 
applied for subsidy, we advocated a plan for the simplification of the present 
subsidy law which would provide for all qualified American steamship companies 
in the foreign commerce of the United States a subsidy roughly equal to the 
difference between American and foreign wage costs and then let free competition 
determine which lines or companies would become dominant on any particular 
trade route. We still think that would be a sound subsidy system. However, it 
was apparent to us that it would be difficult to bring about without long delay 
the changes we suggested in the law. We realized the utter futility of trying 
to conduct a United States-flag shipping operation in foreign trade on a long- 
range basis and including a sound vessel replacement program without an op- 
erating subsidy. Therefore, we applied for subsidy under the present law and 
would plan to continue on under any broadened or better plan that may be 
adopted later by our Government. 

We recognize both the need and the virtue of Congress being vigilant to save 
the taxpayers’ funds wherever possible. We realize that it was a desire to 
explore the possibility of achieving such savings that inspired this committee 
hearing. That is a laudable purpose and we certainly respect it. But we think 
that any savings that might appear, on the surface, to be possible through adop- 
tion of the chosen-instrument doctrine are either improbable or very minor when 
measured against the risks involved. 

The major cost item in operating a ship on berth is what is called the daily 
working cost, consisting of wages, subsistence, stores, insurance, maintenance, 
and repairs. On a fast liner-type United States-flag freight vessel these costs 
generally run from $1,600 to $1,800 per day, depending on the type of vessel and 
efficiency of operations. The next most important item of cost is capital 
charges—interest and depreciation. As of today, on fast war-built ships sold 
under the Ship Sales Act of 1946 at prices ranging from $825,000 to $1,550,000, 
this item would run from about $165 to about $300 per day, on the basis of a 
20-year life. New fast ships which will have to be built to replace the war-built 
ships will cost $4 million to $5 million after construction subsidy. The capital 
charges on the new ships, therefore, will be substantially higher, amounting to 
about $800 to $1,000 per day on a 20-year life. 

The remaining item of cost is shore overhead, which might vary in primarily 
freighter operations from about $250 to $400 per day for each vessel, or about 
10 to 15 percent of the total cost of owning and operating a ship and obtaining 
cargo for it. And yet, if we assume the same efficiency of management as 
between a single operator on a route and two or more operators on a route, it 
appears that only in the item of shore overhead costs would any savings in 
expenses of the total operation be possible. The assumption of the same efficiency 
of management under a monopoly concept as under competition is a very 
optimistic assumption. 

Actually, net income before subsidy recapture and taxes is more likely to 
be lower than higher if a single operator instead of two or more run the same 
number of ships. Two factors, we feel, would contribute to this result. The 
first is that two managements aggressively soliciting cargo generally will book 
more for United States-flag vessels than a single management. The second is 
that many large shippers tend to treat shipping lines as equal units, regardless 
of size, and distribute their cargo fairly equally among the lines in the trade. 
Obviously, a single United States-flag line would obtain less cargo from such 
shippers than two or more United States-flag lines. 

The reduced cargo potential and gross revenues for a single United States- 
flag line due to these factors, we believe, would largely offset and might wipe 
out any possible savings in overhead costs. Furthermore, the proportion of 
cargo carried in United States-flag vessels would tend to decline with only 
1 instead of 2 or more United States-flag lines in each trade. 

This is particularly true if we keep in mind that on every one of our essen- 
tial trade routes, the foreign-flag lines outnumber the United States-flag lines, 
often 2 or 3 to 1, and generally have more sailings. 

Weighed against the risks inherent in any monopoly situation, the theoretical 
saving that might be made in overhead expense appears small. It appears par- 
ticularly small when we remember that not only is it only problematical, but 
it assumes that managerial efficiency and aggressiveness under monopoly con- 


ditions would be as good as they would under competitive conditions, which is 
doubtful. 
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It is also well for us to consider that even these theoretical savings to the 
Government are at least 7 to 10 years in the future. That is because the pres- 
ently operating unsubsidized United States-flag lines which might be eligible 
for subsidy under existing law but would not be eligible if Congress wrote a 
prohibition of multiple tracking into the act, are now existing services. They 
are operating war-built ships which still have at least 7 to 10 years of useful 
life in them. It is probably safe to assume that these unsubsidized United 
States-flag operators will continue to operate until their present fleets become 
obsolete. This means that even the theoretical possibility of increasing Govern- 
ment recapture by limiting United States-flag service to a single line on any 
particular trade route could not be realized until at least 7 to 10 years in the 
future. 

I mentioned above the capital charges involved in the operation of United 
States-flag vessels, which on the war-built ships operated by virtually all United 
States-flag berth operators today, run from $165 to $300 per day. If new ships 
are built, as they will have to be if we hope to continue the present American- 
flag services after war-built vessels become 20 years of age, the new ships even 
after construction subsidy will cost $4 million to $5 million each. The capital 
charges on such ships, based on a 20-year life, will run from $800 to $1,000 per 
day or more. This means that the operator faced with a vessel replacement 
program would not only have to find the funds for down payments on expensive 
new vessels, but also would face the problem of seeing to it that the new ships 
each earn from $500 to $800 per day more than the presently operating fleet of 
war-built vessels. 

This, coupled with the disadvantage of roughly $1,000 per day higher operat- 
ing costs than foreign flag competitors and subsidized United States-flag com- 
petitors, is too much for any unsubsidized operator to cope with. For that 
reason, the unsubsidized operator of United States-flag vessels who expects to 
replace present vessels after another 8 or 10 years must in the meantime apply 
for and obtain operating subsidy. It is for that reason that we have filed our 
application for operating differential subsidy in the services in which we are 
operating. 

We believe that Congress should know with what portion of United States-flag 
service and total shipping service it is dealing in considering this issue. To that 
end, I have prepared a table showing respectively for each of the services and 
trade routes in which we operate, the number of subsidized and unsubsidized 
United States-flag lines and the current sailings of each, and the number of 
foreign-flag lines and their current sailing frequencies. This data was com- 
piled from shipping advertisements and schedules and Maritime Administra- 
tion figures submitted in subsidy proceedings, checked by our various traffic 
departments for current accuracy. 

Mr. Chairman, I believe the table is self-explanatory, and I suggest that it 
be incorporated in the record at this point without reading. I would like to 
comment briefly on what we consider the significant facts disclosed by the table. 

First, looking at the figures on United States-flag lines, we find that in the 
trades in which we operate the unsubsidized lines outnumber the subsidized 
lines on every one of these nine services. In three trades, namely the Atlantic- 
United Kingdom/Europe, Atlantic-Mediterranean, and Gulf-Mediterranean serv- 
ices, the subsidized United States-flag lines have more sailings per month than 
the unsubsidized lines. But in the other 6 trades, 3 of them embraced in our 
tricontinent service, the unsubsidized United States-flag lines are making more 
sailings than the subsidized lines. In all 9 trades, 12 subsidized United States- 
flag lines make from 65 to 69 sailings per month, while 28 unsubsidized United 
States-flag lines make from 67 to 71 sailings per month, providing slightly over 
50 percent of the United States-flag service. 

Turning now to the foreign-flag lines operating in these trades, we find that 
they outnumber the United States-flag lines in every trade, 2, 3, and 4 to 1 in 
some of them. In most of these trades, the foreign-flag lines also make more 
sailings per month than do the United States-flag lines, both subsidized and 
unsubsidized. In total, there are 123 foreign-flag lines operating in these trades, 
making from 232 to 251 sailings per month. 

This means that in these trades, shippers are being solicited for their cargo 
by 2 to 4 times as many foreign-flag lines as United States-flag lines. If United 
States-flag services were limited to one line in each trade, the preponderance 
of foreign-flag lines would be even greater. 
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The table shows that the presently unsubsidized United States-flag operators 
who would be frozen out of any opportunity ever to obtain a subsidy if the law 
were amended to prohibit multiple tracking are now providing a very substantial 
part of the existing United States-flag service on these trades. And yet, as I 
think this committee is well aware, by the standards of the 1936 act, the overall 
United States-flag service is today inadequate, since United States-flag vessels 
now carry only 23 percent of our foreign commerce. 

For the 10 years since World War II, our subsidized competitors in these 
various trades have had the advantagé of an operating differential subsidy and 
the substantial tax benefits that go with this subsidy. The cost to the Govern- 
ment has been considerable. On the other hand, we and the other unsubsidized 
lines not only have managed to get along without operating-differential subsidy 
payments but also have paid substantial income taxes to the Government for 
those 10 years. 

For the Congress now to change the law to prohibit multiple tracking would 
be to say, in effect, to these unsubsidized American steamship operators: 

“Yes, we know you have been efficient and aggressive enough to manage with- 
out subsidy for 10 years. We know that your doing so has saved large sums 
for American taxpayers and has materially increased the transportation of 
cargoes in United States-flag ships. 

“So we will reward you by changing the 1936 act so that you are no longer 
eligible for operating subsidy. We realize, of course, that without subsidy you 
cannot continue to operate United States-flag ships after your present war-built 
fleets become obsolete. We realize also that the business you have worked so 
hard to develop will go then either to your subsidized competitors who have 
been receiving these Government subsidies for 10 years, or else to your foreign- 
fl: 1g competitors. 

“That is your reward for being efficient and aggressive enough to get along 


without subsidy from the American taxpayers as long as you could manage 
to do so.” 


Gentlemen, we just cannot believe that this committee or the Congress is 
going to make such a statement to a very substantial segment of the American 
merchant marine. 

Thank you. 

Mr. Baxi. Thank you, Mr. Chairman. 

I would like to respectfully request, Mr. Chairman, that, if the 
amendment offered by Mr. Gardner or something similar to it is to 
be seriously considered, we be given an opportunity at a later hearing 
to comment on it and present our views because my first reading of 
it led me to the same interpretation that Mr. Casey expressed, which 
Mr. Gardner apparently did not intend. I think that specific language 
in that particular section would be of great interest not only to us but 
toa great many other lines. 

Mr. Chairman, we would oppose any proposal to change the present 
law to deny the Board the right to grant a subsidy which involved 
multiple tracking, when in its judgment it would further the purposes 
of the act, on a number of bases, the first grounds being that, in our 
economic system, we have always found competition a more stimulat- 
ing and progressive policy than monopoly or the chosen instrument : 
second, that we do not see how there can possibly be any real substan- 
tial saving to the Government. 

I go into that at some length in my statement. 

To summarize briefly, granted the same efficiency of operation which 
we think is perhaps an optimistic assumption, if a single operator were 
operating the same sized fleet as two or more operators, the only pos- 
sible saving in operation of the fleet would be in overhead costs which 
run from $265 to about $400 per day per vessel, and obviously the 
savings would be perhaps in the neighborhood of less than $100 a day 
savings per vessel. Only half of that would be subject to recapture, 
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and compared to the total amount of subsidy accrued on that vessel 
per year it would be very negligible. 

Furthermore, even this problematical saving could not appear for 
7 to 10 years in the future because the presently unsubsidized operators 
are operating war built ships which are now around 12 years old on 
the average. They still have 8 years of useful life on berth services, 
and presumably they will all continue to operate them; so that any 
theoretical savings to the Government under this program, insofar as 
recapture is concerned, cannot possibly appear for another 7 to 10 years. 

Mr. Chairman, I have prepared for this hearing a chart showing 
the subsidized United States-flag lines on the various trades which 
States Marine serves, the unsubsidized United States-flag lines, the 
number of sailings they are currently making per month, each one of 
them, and also the number of foreign-flag lines and the number of 
sailings they make. I would respectfully ask that that be included in 
the record as part of my remarks, and then I would like to comment 
briefly on it. 

The CnatrMan. That will be done. 
(The chart referred to follows :) 
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Mr. Bat. First, looking at the figures on United States-flag lines, 
we find that in the trades in which we operate the unsubsidized lines 
outnumber the subsidized lines on every 1 of these 9 services. In 3 
trades; namely, the Atlantic-United Kingdom/Europe, Atlantic- 
Mediterranean, and Gulf-Mediterranean services, the subsidized 
United States-flag lines have more sailings per month than the unsub- 
sidized lines. But in the other 6 trades, 3 of them embraced in our 
tricontinent service, the unsubsidized United States-flag lines are mak- 
ing more sailings than the subsidized lines. In all 9 trades, 12 sub- 
sidized United States-flag lines make from 65 to 69 sailings per month, 
while 28 unsubsidized United States-flag lines make from 67 to 71 
sailings per month, providing slightly over 50 percent of the United 
States-flag service. 

Turning now to the foreign-flag lines operating in these trades, 
we find that they outnumber the United States-flag lines in every trade, 
2, 3, and 4 to 1 in some of them. In most of these trades, the foreign- 
flag lines also ‘make more sailings per month than do the United 
States-flag lines, both subsidized and unsubsidized. In total, there 
are 123 foreign-flag lines operating in these trades, making from 232 
to 251 sailings per month, as compared to 40 United States-flag lines 
making from 132 to 140 sailings per month. 

This means that in these trades, shippers are being solicited for 
their cargo by 2 to 4 times as many foreign-flag lines as United States- 
flag lines. If United States-flag services were limited to 1 line in 
each trade, the preponderance of foreign-flag lines would be even 
greater. 

The table shows that the presently unsubsidized United States-flag 
operators who would be frozen out of any opportunity ever to obtain 
a subsidy if the law were amended to prohibit multiple tracking are 
now providing a very substantial part of the existing United States- 
flag service on these trades. And yet, as I think this committee is 
well aware, by the standards of the 1936 act, the overall United States- 
flag service is today inadequate, since United States-flag vessels now 
carry only 23 percent of our foreign commerce. 

For the 10 years since World War II, our subsidized competitors 
in these various trades have had the advantage of an operating differ- 
ential subsidy and the substantial tax benefits that go with this sub- 
sidy. The cost to the Government has been considerable. On the 
other hand, we and the other unsubsidized lines not only have managed 
to get along without operating differential subsidy payments but also 
have paid substantial income taxes to the Government for those 10 

ears. 
' For the Congress now to change the law to prohibit multiple track- 
ing would be to say, in effect, to these unsubsidized American steamship 
operators: 

Yes: we know you have been efficient and aggressive enough to manage with- 
out subsidy for 10 years. We know that your doing so has saved large sums 
for American taxpayers and has materially increased the transportation of 
cargoes in United States-flag ships. 

So we will reward you by changing the 1936 act so that you are no longer 
eligible for operating subsidy. We realize, of course, that without subsidy you 
cannot continue to operate United States-flag ships after your present war-built 
fleets become obsolete. We realize also that the business you have worked so 
hard to develop will go then either to your subsidized competitors who have 
been receiving these Government subsidies for 10 years, or else to your foreign- 
flag competitors. 
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That is your reward for being efficient and aggressive enough to get along 
without subsidy from the American taxpayers as long as you could manage to 


do so. 

Gentlemen, we just cannot believe that this committee or the Con- 
gress is going to make such a statement to a very substantial segment 
of the American merchant marine. 

Thank you. 

The Cuatrman. Mr. Allen? 

Mr. AtuEN. Senator, the previous witness deferred a question for 
the next witness, which was as to whether or not there had been an 
exodus of unsubsidized ships from the Pacific Ocean trades during 
the last few months for carriage of cargo possibly in other trades 
under more profitable circumstances than they could do with the car- 
riage on the Pacific Ocean. 

Do you know anything about that ? 

Mr. Batu. In the last few months there has been a terrific shortage 
of tonnage in the transpacific trades due to the large bulk movements 
of iron ore and grain, but there has also been a terrific demand for 
ships in the Atlantic to move the very large volume of coal going this 
year to Europe. Actually our sailings this year in the transpacific I 
think have increased over last year. 

We are operating all of the ships that we can find in the charter 
market, and we could operate more if we could find them. 

I think the period about which Mr. Gardner was speaking was 1954 
when the tonnage moving transpacific droped off somewhat and the 
unsubsidized lines’ sailings decreased percentagewise more than those 
of the subsidized lines. 

I know that ours did, although I think the average number of ships 
we operated decreased from about 51 to 49. Therefore, we were obvi- 
ously using the ships in other trades where they could be used to better 
advantage, which, I might add, an unsubsidized operator has to do if 
he is going to stay afloat. 

Mr. AtLeEN. Would that situation indicate that, if we once establish 
the number of ships that we wish to have operating in any given route 
as a minimum for either commercial or defense purposes, the only way 
of holding it there with some certainty is by a subsidy contract ? 

Mr. Batu. That is correct. It is the only way that any unsubsidized 
operator can hope to replace his war-built fleet as it becomes obsolete. 

Mr. Auten. Is it further true that it is the only way of keeping his 
operation in the route that we determine should be serviced ? 

Mr. Bau. That is correct. 

Within the minimum and maximum limits of your subsidy con- 
tract as I understand it, and I have devoted quite a bit of time to study- 
ing it in the last couple of years, all the subsidy contracts have some 
flexibility, naturally. 

When little tonnage is moving in a trade route and maximum 

sailings would be partly empty, both the Government and the operator 
lose money. Within your limits you are required to maintain your 
minimum sailings and that obligation goes along with the operating 
differential subsidy, quite rightly. 

Mr. Auten, Thank you. 

The Cuarrman. I notice on the first page of your statement the 
word “interchangeably.” You say: 

74646—56——8 








110 DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED TRADE ROUTES 


These 50 vessels are used interchangeably in our berth services from the United 
States Atlantic, Gulf and Pacific coasts to the United Kingdom, Europe, the 
Mediterranean and the Far East * * * 

Mr. Baty. That is correct. 

The Cnatrman. You mean that you put them in when there was 
a good amount of business and took them out when there was not 
much business ? 

Mr. Bau. Lykes has the same .thing on its subsidized services. 
They may send a vessel out Gulf-Far East and, when it comes back, 
it may be in better position to go on one of their other routes to South 
Africa, to the Mediterranean, to the United Kingdom-Continent or 
the Caribbean area, and they will schedule that ship for one of those 
trades and slot another ship into the Gulf-Far East trade. That is 
what we mean by interchangeability. We do not keep a particular 
ship on a particular service. We use the vessels as efficiently as we 
can, slotting them in and maintaining our position on every berth. 

The CuatrMan. I take it that you ‘have an application pending ? 

Mr. Bau. Yes. 

The Cuairman. How many vessels have you been sailing on that 
route on which you have an application pending that were regularly 
scheduled ? 

Mr. Casry. For how many routes have you applied? 

Mr. Baty. We have applied for the trade route 30 Pacific North- 
west-Far West; trade route 29, the California ports-Far East; the 
Gulf-Mediterranean which is trade route 13; and for the Tri-Conti- 
nent service which is Atlantic-Far East, trade route 12; Gulf-Far 
Kast topping off some of the ships at California ports; and then the 
Pacific-United Kingdom/Europe trade. 

The Cuarrman. That has all been a continuing operation for how 
many vears 

Mr. Baty. Well, we began operations in 1946 with ownership and 
chartered ships, and have gradually increased them. This has been 
continuous since about 1948. 

The CuarrMan. On the routes on which you now have applications 
pending ¢ 

Mr. Batu. Yes. 

Mr. Casry. You have some flexibility now that you would not have 
if vou got a subsidy? 

Mr. Batu. Of course. 

Mr. Casry. Does the word “interchangeably” have anything to do 
with that flexibility ? 

Mr. Batu. No, sir. I saw the recent announcement by the Board 
that they were going to write an interchangeable clause in the con- 
tracts of contractors so that they would not have to apply for permis- 
sion to interchange ships from one service to another each time it 
became advisable in the interests of more efficient operation. 

Mr. Casry. But the flexibility has been one advantage that you have 
had that the subsidized lines have not had? You did not mention 
that in reviewing the fact that they were on the subsidy for 10 years 
and you were not. 

Mr. Batu. That is correct. We have had more flexibility. We 
could go into a new trade, if we wanted to, without getting permission 
of the Maritime, which they couldn’t do. However, Maritime has 
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been pretty liberal, particularly recently, about it and we are not 
quarreling with the policy of granting subsidized operators consider- 
ably more flexibility in their operation. 

Our foreign competitors have complete flexibility. We recognize 
that, with an operating differential subsidy, there must go with it cer 
tain restrictions and certain requirements as to minimum service, and 
what not, but we think that the more flexibility you can allow the 
American subsidized operator to put him on a par with his foreign 
competition, the better able he is to compete. 

The CHarrman. Mr. Robeson ? 

Mr. Rosprson. I have no questions. 

The Cuatrman. Mr. Mailliard ? 

Mr. Mariurarp. I have no questions. 

The Cuarrman. Mr. Byrne? 

Mr. Byrne. I have no questions. 

The Carman. Mr. Pelly? 

Mr. Petry. I have no questions. 

The CHarrmMan. Thank you very much. 

Mr. Baty. Thank you. Mr. Chairman. 

The Cuarrman. This will conclude the hearings on this subject, but 
the record will remain open for 10 days to permit the filing of state- 
ments, 

If there are other witnesses that may desire to be heard, the Chair 
will consider it. 

The committee is adjourned. 

(Whereupon, at 12 :45 p. m., the hearing was agljourned. ) 

(Additional information is as follows. ) 


GRACE LINE INC. 
New York 4, N. Y., February 28, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington 25, D.C. 


DEAR CONGRESSMAN BONNER: Your letter of February 21 with respect to double 
and triple tracking catches me within hours of my departure this afternoon for 
Central America. I will not be back in the United States again until the middle 
of March and it will not be possible, therefore, for me to appear before your 
committee. 

The subject you have under consideration is, of course, one of great importance 
to all United States shipping companies now receiving the subsidy, and previous 
Maritime Administrations have sometimes decided in favor and sometimes 
against... It seems to me that the problem is, in essence, how much need for addi 
tional service can be established. This is a matter that is fairly susceptible to 
proof, the prime objective being the public necessity with particular reference to 
United States exports and imports. If the proven need is there and if the present 
operator cannot hope to fulfill it, then I do not see how the Maritime Administra 
tion will avoid a logical decision. If, on the other hand, the need cannot be proved 
and thoroughly documented, then it seems to me that the Maritime Administra- 
tion’s decision is equally clear. 

These are merely my offhand opinions, given, as it were, on the fly, but I 
would say generally that each case should be decided on its merit rather than as 
a matter of predetermined policy. And I would make the further observation 
that the general concept of double or triple tracking should be generally avoided 
unless the evidence for its need is overwhelming. 

Yours most faithfully, 
Lewis A. LAPHAM. 
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GuLt¥F & SoutH AMERICAN STEAMSHIP Co., INC., 


New Orleans, La., February 28, 1956. 
Hon. HEerBert C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
Washington 25, D.C. 

DeEAR MR. BONNER: Reference is made to your letter of February 21, asking 
an indication from me of whether I desire to appear at the hearings you have 
scheduled for the week of March 5 on the matter of double and triple tracking. 

As a subsidized operator we are, of course, very interested in this subject. 
Fortunately, we have not been involved in a double or triple tracking situation. 
For this reason, I do not think that we are in position to contribute other than 
superficially to any discussion of this problem, or at the hearings you are calling. 

Our basic position on the matter is that we feel each case should be decided 
on its own merits. As a general rule, it would be our opinion that the existing 
subsidized operator on an essential route would supply adequate service; thus, 
the case for a double track on that route would have to be conclusively proven, 
with statistics, exhibits, and so forth, before we believe the Maritime Board 
should approve a parallel service under the American flag. While we feel that 
any existing subsidized operator would make every effort to give the necessary 
service, it is conceivable that he might not. For this reason, we do not feel that 
the door should be completely closed to double or triple tracking, but that it 
should be authorized only in completely authenticated circumstances. 

Very truly yours, 
GEORGE GRISWOLD, 
Vice President and General Manager. 


UNITED STATES LINES Co., 
New York, N. Y., Febamary 29, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
Washington 25, D.C. 

Dear Mr. Bonner: In the absence from the city of Gen. John M. Franklin, I 
wish to acknowledge your letter of February 21, 1956, and to express the appre- 
ciation of United States Lines Co. for the offered opportunity for him to appear 
before, or file a statement with, your committee. 

United States Lines Co. has not had the experience with the problems arising 
out of double and triple tracking that some other subsidized lines have had and 
at present has no set views to put forward or any suggestions for changes in 
the law or policy presently in effect. It would seem to us that each instance 
as it arises should be dealt with on the facts of the particular case in such a 
way as to preserve the fundamental essential trade route concept of the Merchant 
Marine Act, 1936, as amended, and in consonance with its express purpose and 
provisions. 

If there are any particular questions on which General Franklin’s or the com- 
pany’s answers may be desired by you at any time we shall be glad to answer 
them to the best of our ability. 

Sincerely yours, 
R. M. Hicks, 
Executive Vice President. 


Seas Surpprne Co., INc., 
New York 7, N. Y., March 1, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D.C. 

Dear Sir: I wish to acknowledge your letter of February 21, 1956, notifying 
me of the hearings your Committee on Merchant Marine and Fisheries is plan- 
ning to conduct during the week of March 5, 1956. The subject of the hearings 
will be the question of “double and triple tracking” on the various essential trade 
routes as determined by the Maritime Administrator. 

While I appreciate the opportunity accorded me to make an appearance on 
the above matter, it is not at present my intention to testify before your com- 
mittee, but would like you to treat this letter as a statement by this company, 
and be a part of the record of your hearings. However, if the Merchant Marine 
and Fisheries Committee would like to hear from me personally on this subject, 
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I would be pleased to appear before it and will make myself available at the 
committee’s request. 

Seas Shipping Co., Inc. operates on trade route 15—A;; its first operating differ- 
ential subsidy agreement having been entered into on October 14, 1938. Farrell 
Lines, Inc., formerly the American South African Line, also operates on trade 
route 15—A, and holds an operating differentiul subsidy contract. This company, 
therefore, being one of the two companies on the trade route where operating 
subsidy contracts were first awarded to two American lines, naturally has a sub- 
stantial interest in the hearings you are about to hold. 

It has been our experience that in general the granting of two operating differ- 
ential subsidy contracts on trade route 15—A, has been beneficial to the promotion 
of the American Merchant Marine. The intensity of the competitive efforts of 
the two subsidized lines has succeeded in acquiring for them a substantial por- 
tion of the berth cargoes in this trade. I believe the figures available to your com- 
mittee will show that the two American lines carry in the neighborhood of 70 
percent of these cargoes. The upward trend of the participation of the American 
lines is shown by the following percentages of North Atlantic sailings to South 
and East Africa. 


Percentage 
American 
Year: sailings 
a os eccesisiebbb ch ea ccna ntatabinal dds dain Under 20 
a i a eee dbiebuianbiae 21 
alas ect Sail aneniabienth 2 
ahha ganna aoe temmb abana 67 


I ale Te icant selon pesca gh abss alin penne nibh 69 


A further result is that there are undoubtedly more American-flag vessels 
operating in trade route 15—A than there would be if there were only one Ameri- 
can line in the operation. This accomplishes one of the primary purposes of 
the Merchant Marine Act in increasing the number of American-flag vessels, and 
carrying a substantial portion of American imports and exports. In making this 
statement I am assuming that no American-flag owner would operate in this 
trade without the benefit of a subsidy contract ; an assumption which the postwar 
pattern of American shipping well supports. 

It has been said that the existence of two American subsidized lines in this 
trade has resulted in more expensive solicitation and a higher office overhead 
for the vessels in the trade, which tends to reduce the recapture rights of the 
United States. I do not believe that this is an accurate statement for it seems 
to be based on the assumption that if there were only one American subsidized 
line operating in the trade, that line would automatically receive the entire 
cargoes which the two lines now operating carry. This in my opinion is clearly 
erroneous. If it were possible to determine accurately the amount of cargo one 
line would carry if it were the sole American operator, I venture to suggest that, 
based upon a ton of cargo handled, there would be no savings in either solicita- 
tion expenses or in administrative overhead. Further on this point—the pur- 
pose of the Merchant Marine Act is to promote the American merchant marine 
and not to create recapture rights for the Government. Even though it were 
concluded that the existence of two subsidized lines might tend to reduce re- 
capture for the Government, such is a corollary matter and this committee should 
concentrate on the tangible accomplishments of building and maintaining an 
American merchant marine. 

It has been this company’s firm belief that no American line, subsidized or 
unsubsidized, has a vested or exclusive interest in any trade route. I believe 
that the Government should not hesitate to subsidize additional services in any 
of the essential trade routes within the provisions of the Merchant Marine Act. 
If a company can demonstrate to the satisfaction of the Maritime Administrator 
that it is performing a service necessary to serve adequately any particular trade 
route with continuity and regularity, it should not be barred from receiving an 
operating-differential subsidy contract merely because there is another American 
line that has a subsidy contract for that particular trade route. I wish to 
emphasize, however, that the Government must take ample precaution that it 
does not subsidize lines merely to provide a competitive service. A new operator 
coming in must first demonstrate its ability to provide and to maintain a 
regular service for a substantial period of time before it is entitled to apply 
for Government assistance. In other words, the Government should not through 
the granting of a subsidy create a new service to compete with existing services. 
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In demonstrating ability to operate and maintain a service, bulk cargo operations 
should not be considered as a basis for proving a service is required to “meet 
foreign-flag competition and to promote the foreign commerce of the United 
States”; the new service must be primarily based on berth or liner type com- 
mercial cargoes. 

We are pleased the record shows that the subsidizing of two American shipping 
companies in trade route 15—-A has been successful. The above opinions represent 
some conclusions we have reached as a result of these operations, and we hope 
that by expressing them they may serve a useful purpose to your committee in 
the hearings you are about to hold. 

Very truly yours, 
WINTHROP O. Cook, President. 


P. S. If you desire to make this communication available to members of your 
committee, I would be pleased to provide extra copies. 


PACIFIC ARGENTINE BRAZzIL LINE, INC., 
San Francisco 4, Calif., March 1, 1956. 
Hon. Hrersert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington 25, D.C. 


DEAR Mr. Bonner: This is to acknowledge and thank you for your letter of 
February 21, inviting me to present my views on the administration of the 
Merchant Marine Act of 1936 by the Federal Maritime Board, particularly as 
regards double and triple tracking. We desire to make the following statement 
as regards our position in this matter, in lieu of appearing before your committee : 

1. We have been strong supporters of the Merchant Marine Act of 1936 as 
presently enacted and feel that this legislation has proved itself over a period 
of 20 years. Also, we feel that the Federal Maritime Board is properly ad- 
ministering the law as intended by Congress. 

2. Pacific Argentine Brazil Line was granted a subsidy on trade route No. 24 
and is double tracking on this route with the Pacific Republic Lines owned by 
Moore-McCormack. In the subsidy hearings prior to award of a contract to 
Pacific Argentine Brazil Line, we contended that it was beneficial to Pacitic 
coast shipping interests to have two American-flag lines operating in this trade, 
particularly in view of the single track American-flag line being owned and 
controlled from the Atlantic coast, with the financial results of the Pacific 
Republic Lines’ operation being averaged with the results of other trade routes 
under subsidy contracts of Moore-McCormack. This position was strongly sup- 
ported by Pacific coast shippers and, under the provision of section 809 of the 
Merchant Marine Act of 1936, this phase of our request for subsidy was right- 
fully given favorable consideration by the former Maritime Commission. We 
believe that the intent of Congress to have each section of the country protected 
from the influences of other sections was properly interpreted and we strongly 
support this section of the act. 

3. Double tracking on trade route No. 24 by 2 American-flag operators has 
discouraged foreign-flag competition, particularly from the Japanese who were 
formerly active in this trade, and the majority of the cargo available on this 
trade route has been carried by American-flag vessels. However, the Japanese 
are again becoming active and there have been three applications from Japanese 
lines to join the freight conference covering this trade route, hence formidable 
competition is expected. A continued strong front by two American lines will 
enhance the chances of the American merchant marine to successfully combat 
this encroachment. 

4. In our opinion, the Federal Maritime Board is fully justified under the 
Merchant Marine Act of 1936 in establishing double or triple tracking in a 
trade route after determining whether the route is declared essential to meet 
foreign competition and to promote the commerce of the United States. In fact, 
the act requires that they consider the application of any citizen of the United 
States for financial aid in the operation of vessels on an established essential 
trade route. It seems to us that the number of vessels in a trade route is the 
factor to be determined, rather than the number of companies operating the 
vessels; otherwise, small companies having support, financial and otherwise, of 
the domestic communities primarily interested, would have very little oppor- 
tunity against larger companies having a subsidy contract covering several 
routes, in competitive areas of the United States. 
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5. We highly commend your committee for the interest that you have shown 
in the American merchant marine and the constructive results of your investiga- 
tions into the labor conditions of the industry, and likewise believe that your 
investigations of the Merchant Marine Act of 1936 will bring clarifying results 
as it is our firm belief that your hearings will develop that the Merchant Marine 
Act of 1936 and its administration by the Federal Maritime Board is satisfactory. 
Yours very truly, 
E. N. W. HUNTER, 
Evecutive Vice President. 





MISSISSIPPI SHIPPING Co. INc.. 

New Orleans 9, La., March 2, 1956. 
Hon, HERBERT C. BONNER, 

Chairman, Committee on Merchant Marine and Fisheries, 
Washington 25, D.C. 

DEAR Mr. CHAIRMAN: We have given considerable thought to the matter of 
double and triple tracking on essential trade routes under operating-differential 
subsidy contract, pursuant to the Merchant Marine Act, 1936, as presented by 
your letter of February 21, and which will be the subject of hearing before your 
committee during the week of March 5. 

In our opinion, each trade route presents its own peculiar problems, and each 
proposed operation must be considered in the light of those problems and of 
the particular service proposed. We believe that duplication by identical 
American-flag services merely to provide competition is not in consonance with 
the objectives of the act, ample competition already being afforded by the parallel- 
ing foreign-flag services. 

We feel that each such proposal must be considered individually on its merits 
with relation to the many and varied factors involved, particularly the essential 
public interest, and that the Federal Maritime Board should continue to be 
authorized, as we believe it now to be, to make appropriate determinations in 
each case as it arises, in the light of such general policy directives as may be 
determined by the Congress from time to time. 

We shall follow, with much interest, the consideration of this very important 
matter by your committee. 

Sincerely yours, 


Harry X. Ketry, President. 


MATSON NAVIGATION Co., 
San Francisco 5, Calif... March 2, 1956. 
Hon. HerBert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
Washington 25, D.C. 

DEAR CHAIRMAN BONNER: I appreciate your thoughtfulness in extending an in- 
vitation to appear before your committee during the course of hearings on the 
question of double and triple tracking under the Merchant Marine Act of 1936. 
I do not presently desire to appear before your committee. 

The Oceanic Steamship Co. receives subsidy for vessel operations on trade 
route No. 27 between Pacific coast ports, Australia, and New Zealand. It is the 
only American-flag operator on this route and therefore has not had direct ex- 
perience with dual or triple tracking. 

It appears that the present policy and provisions of the Merchant Marine Act 
of 1936 provide a legal basis for awarding and paying subsidy for the opera- 
tion of vessels by 2 or more lines in 1 trade where this is necessary in order to 
provide adequate service by United States-flag vessels.. The practice of double 
and triple tracking in certain trades was discussed in the very thoughtful anal- 
ysis entitled “Should We Subsidize More Than One Line in a Trade” beginning 
at page 63 of The Postwar Outlook for American Shipping. This was a lengthy 
report prepared by the postwar planning committee and forwarded to your com- 
mittee July 10, 1946, by the United States Maritime Commission. It appears to 
me, as forecast in the report, that implementation of the multiple-tracking policy 
has resulted in some substantial benefits for our country and for the American 
merchant marine. Consequently, no change in the law or policy would appear 
to be required. 

The question of whether two or more operators should receive subsidy for ves- 
sel operations on the same foreign-trade route necessarily involves careful con- 
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sideration of a large mass of traffic statistics and other information. In the 
absence of a detailed review of a specific situation, my views on the application of 
the principle to particular routes are necessarily general in nature. 

Matson Navigation Co., a nonsubsidized domestic operator in the coastwise 
trade between Hawaii and the mainland, is opposed to vessel operations in 
domestic trade by subsidized operators due to their unfair competition with 
domestic operators. Implementation of the double or triple tracking principle 
in the foreign commerce of the United States may result in applications by one 
or more of the subsidized operators to operate in the domestic trade. Matson 
considers that the principle of double or triple tracking should never be per- 
mitted to override the protection for domestic operators that was intended by 
Congress when it drafted section 805 (a) of the Merchant Marine Act of 1936. 

As your hearing progresses, if it appears that I may make some contribution 
that will be helpful to your committee, I will contact you to ascertain if I may 
have the opportunity of further presenting my views. 

Very truly yours, 


RANDOLPH Sevier, President. 


Pactric Far East LIne, INC., 
San Francisco, Calif., March 6, 1956. 
HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
Washington, D. C. 


DEAR Mr. CHAIRMAN: We have your letter of February 21 inviting our appear- 
ance at hearings to commence March 5 on the subject of multiple tracking on 
essential foreign-trade routes under operating differential subsidy. 

I shall be unable to go East this month, and cannot therefore avail myself of 
the opportunity to appear, but our position in this matter can be stated very 
briefly in this letter. 

In our opinion, the theory and principle of multiple tracking are perfectly 
sound, both from a legal and a policy standpoint. The Merchant Marine Act 
itself clearly makes provision for multiple tracking and sets forth in section 
605 (c) the procedures prerequisite to such multiple tracking. These prerequi- 
sites in turn provide ample protection from a standpoint of both law and policy 
against excessive multiple tracking when the tests of section 605 (c) are not 
met. In other words, the question of legality and policy is adequately covered, 
leaving only the question of facts and circumstances to be developed in accord- 
ance with the law. It has long been clear from the legislative history of the act 
and from its implementation by successive Maritime Commissions and Boards, 
that multiple tracking may be not only permissible but essential in order to 
gain the objectives of the act. A clear exposition of many of the reasons may 
be found in a report entitled “The Postwar Outlook for American Shipping,” 
transmitted by the United States Maritime Commission to Congress June 15, 
1946. 

Proceeding from the matter of the theory or principles involved to the actual 
multiple tracking in practice, we find on our own trade route that it has been 
most beneficial. Before being granted our operating differential we demonstrated 
that even nonsubsidized we had made a substantial contribution to the proportion 
of traffic carried in American-flag ships in the transpacific trade. The records 
contained in the hearings on our application are quite clear in this respect. 
Likewise, the predictions as to the increased volume of trade to be anticipated 
by all American-flag carriers in the Pacific, which are also set forth in those 
hearings, have come true. 

It is clear that whatever effect our operation on trade route 29 has had on 
the two other subsidized carriers on the route, it has not been detrimental. Quite 
to the contrary, American President Lines has enjoyed in recent years an unprec- 
edented prosperity. On many occasions since the inception of Pacific Far East 
Line’s and Pacific Transport Lines’ subsidized operations, American President 
Lines has berthed extra nonsubsidized sailings on trade route 29. Similarly, 
Pacific Transport Lines has done very well and became such an attractive prop- 
erty that it was purchased from its original owners by Dant and Russell—States 
Line, who have operated in the transpacific trade for many, many years. 

There is nothing in the record to indicate that costs per subsidized voyage have 
increased due to multiple tracking. Quite to the contrary, a recent Maritime 
Administration study prepared and submitted to you at your request showed 
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that on trade route 29, Pacific Far East Line operated more efficiently than either 
of its subsidized competitors in all categories shown—i. e., seagoing wages, steve- 
doring, and overhead. It is inescapable that there may be inherently some dupli- 
cation of overhead and administrative costs, but these have not had an adverse 
effect on the Government’s return through recapture. On the contrary, the 
success of additional subsidized operations has made a far greater contribution 
to the economy of the Nation through taxes, purchases, shipbuilding, repairs, 
maintenance, and other business expenditures. Trade route 29 and the transpacfic 
trade stand out as one area which is running far ahead of other areas in the 
percentage of traffic carried in American-flag bottoms, and may be credited with 
holding up the average appreciably. This is as it should be, for outside of Japan 
and America there are no nations in the Pacific trade with a direct substantial 
maritime interest, and the other foreign lines are practically all cross traders of 
various European or other foreign flags. But it seems quite evident that multiple 
tracking may be credited with this happy circumstance in the transpacifie trade. 
It is our recollection that before World War II the single subsidized operator was 
carrying only approximately 15 percent of the trade, with 85 percent going to 
foreigners. Statistics for 1954, the last full year readily available, show that 
commercial cargo carryings from California ports on trade route 29 comprised 
a total of 1,627,678 long tons, of which 907,443 moved in American bottoms. 
This is about 56 percent of the total. The liner carryings out of the above grand 
total were 1,220,620 long tons, of which American-flag liners carried 813,904 or 
about 67 percent. This would certainly seem to demonstrate effectively the 
improvement in American-flag proportions under multiple tracking as compared 
with the single tracking or chosen-instrument system. 

The so-called added expenditures sometimes referred to in connection with 
increased total operating differentials paid over the past few years have not 
been occasioned by the existence of multiple operators on a given trade route, 
but by additional voyages made in keeping with the aims and purposes of the 
1936 act. That these additional voyages have been of benefit to the shippers, 
to the trade and to the American economy generally, seems well established and 
has been verified by at least one of the original subsidized operators, who was 
later double tracked, in his testimony before the Merchant Marine Committee in 
June of 1953. 

To sum up, on the credit side multiple tracking has created: 

(a) Jobs, ashore and afloat. 

(b) Consumption of American-made goods. 

(c) Alive and active vessels for defense potential. 

(d@) Trained personnel, ashore and aflvat. 

(e) Competition between United States-flag vessels. 

(f) Competition between American- and foreign-flag vessels. 
(9g) Trained organizations for potential defense expansion. 
(h) Service to commerce to and from the United States. 

(i) Ships showing the American flag in world ports. 

As to the argument that the original subsidized operators would create the 
credits above if given the exclusive opportunity, the record does not bear this out. 

We have not dwelt on the matter of additional ships purchased or built as a 
result of multiple tracking, but we are certain that an examination of that ques- 
tion will bear out our contention that more and newer and better American-flag 
vessels are sailing the seas, and that the Nation’s building program has and will 
continue to be strengthened by the competitive requirements of multiple tracking 
to an extent that would not have been possible under a monopolistic or chosen 
instrument theory of subsidization of a single operator on a given route. 

The record is quite clear that Pacific Far East Line was the first to charter 
mariner vessels commercially to gain experience in their operation, following 
which we embarked on a construction and purchase program in the very first 
year of our subsidy contract, as the first purchaser of mariners, of which we 
now own four. We have additional long-range plans for further new construc- 
tion. American President Lines, following our acquisitions, has purchased some 
mariners and has in contemplation a long-range replacement program. States 
Line and States Marine have also declared their intention, if awarded subsidy, 
to build for the routes upon which they wish to operate. There can be little 
question, therefore, as to the contribution, currently and potentially in the ship- 
building field, of multiple tracking. 

Very truly yours, 
T. E. CurFE. 
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BLOOMFIELD STEAMSHIP Co., 
Houston 2, Texr., March 9, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
Washington 25, D.C. 

DiEAR CONGRESSMAN BONNER: In response to your letter of February 21, previ- 
ously acknowledged, we respectfully submit this our written statement in the 
matter you have presented to us. 

At the outset we wish to go in the record with the statement that the policy 
of the Federal Maritime Board and its predecessors which has granted operating 
differential subsidy to more than one steamship line on the same foreign-trade 
route is clearly in accordance with the intent and provisions of the Merchant 
Marine Act of 1936, is sound and justified, and should be approved, recognized, 
and preserved as an integral part of our national maritime policy. 

This policy of double or triple tracking (multipie service) has proved to be 
necessary and important to the continuing objective of building up the carryings 
of our foreign trade in United States-flag ships to the proper level as far as the 
existing number of our ships under subsidy grants will permit, and to encourage, 
protect, and promote the interest of the American operators who have developed 
this traffic rather than relinquish it and abandon it to the foreigners and also to 
certain subsidized operators who have been able to succeed without it. We ap- 
prove of the practice and recommend it be left to the discretion of the Federal 
Maritime Board under the Merchant Marine Act of 1936. 

It is absolutely necessary in order to give the shipping public a choice and to 
furnish adequate and competitive United States-flag service on the essential trade 
routes in relation to the flow of traffic. Were this practice abandoned our foreign- 
trade routes would be dominated and controlled by powerful monopolies which 
would divide and eventually strangle our American merchant marine which is 
beginning to show marked progress under our free-enterprise system. 

With United States-flag ships currently transporting less than 25 percent of 
our total foreign commerce and with the powerful competition of foreign-flag 
ships increasing their sailings and growing stronger on all trade routes, this is 
no time to drastically change our maritime policy to favor a few select companies. 
Instead, in the interest of our national welfare and defense, it is more appropriate 
to consider our subsidy laws and regulations from the standpoint of strengthen- 
ing and expanding our privately owned American Merchant Marine through the 
extension of subsidy assistance to more qualified and capable companies on many 
essential trade routes. 

Assuring you of our deep interest in your efforts and desire to cooperate with 
you in every way possible, and with best wishes, we remain, 

Most respectfully yours, 
B. M. BLOOMFIELD, 
President. 


LILLIcK, GEARY, OLSON, ADAMS & CHARLES, 
Washington 6, D. C., March 9, 1956. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington 25, D.C. 

Dear Mr. CHAIRMAN: This is in reply to your letter dated February 27, 1956, 
addressed to Mr. Jack R. Dant, managing director of Pacific Transport Lines, Inc., 
and vice president of States Steamship Co., extending an invitation to appear 
before the Subcommittee on the Merchant Marine, at hearings to be held next 
week in Washington, on the subject of what is known as double and triple 
tracking. 

As you point out in your letter, Mr. Chairman, PTL and States have a deep 
interest in this subject and are vitally concerned in these hearings, since PTL 
is an American-fiag steamship operator engaged in the transpacific trade 
between California and the Far East, and operates under the provisions of an 
operating-differential-subsidy agreement with the Federal Maritime Board on 
trade route 29. PTL’s parent corporation, States (and its predecessor Colum- 
bia Pacific Shipping Co.), also engaged in the transpacific trade for over 35 years, 
has applied for subsidy on its existing services between the Pacific coast of 
the United States and the Far East, and between the United States Pacific 
Northwest and the Far East. 
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PTL and States now plan to consolidate into a single company, so that when 
and if the pending application is granted no new subsidized operator will be 
added in the trade between the United States and the Far East. To the contrary, 
after merger or consolidation there will be increased service and frequency of 
transpacific sailings of PTL/States, but those sailings will be made by a single 
subsidized operator, not by two operators as presently is the case. Accordingly, 
the granting of a subsidy to States and consummation of the proposed program of 
consolidation will reduce tracking in the transpacific trade. 

The statutory hearing on the States’ subsidy application provided for under 
section 605 (c) of the Merchant Marine Act of 1936, was conducted before a 
Federal Maritime Board hearing examiner in San Francisco during January 
and early February of this year. The hearing phase of the proceeding (Docket 
No. S-56), has now been completed and the parties are in the course of preparing 
briefs for consideration by the examiner. Ultimately argument will be heard 
and a final decision will be rendered by the Board. At this stage in the adminis- 
trative process, after hearing and prior to the decision of the Board, States and 
PTL are constrained by ethical considerations respectfully to request that they 
be excused from testifying before the committee. 

They believe that an appearance by a party to the subsidy case while the 
issues there presented are pending for decision before the examiner or the Board, 
might open such action to criticism or censure as an indirect attempt to use 
the congressional forum so kindly made available through the courtesy of the 
committee, for the purpose of rearguing issues the outcome of which has not 
yet been determined by the Board in the administrative proceeding. 

Even if PTL and States were free to testify at this time, however, their testi- 
mony on the questions raised by the chairman in his request of last May for a 
General Accounting Office report in the matter would probably not be productive 
of the facts sought by the committee. These questions deal primarily with the 
effect of double and triple tracking upon other lines, including the operator first 
subsidized on a route, its effect upon subsidized United States-flag carryings, 
upon the recapture position of the various subsidized operators, upon the accumu- 
lation of funds for replacement, etc. Statistics and other information relating 
to the facts behind these inquiries are not available to PTL or States, and we 
understand that the chairman has invited testimony on such questions from 
the Maritime Administration. 

As the chairman notes in his letter, with respect to the question whether 
the Federal Maritime Board is legally justified under the Merchant Marine Act 
of 1936, in establishing double and triple tracking, two factors must be con- 
sidered: (1) The provisions of the existing law; and (2) the interpretation 
placed on them by the Board and its predecessor agencies. 

There can be no doubt but that Congress intended the Merchant Marine 
Act to place American vessels upon a competitive basis with foreign vessels—not 
to enable one favored American operator on each trade route to obtain all the 
aid and thereby to force his American competitors out of business. The objective 
was to build up the American merchant marine, not to promote a monopoly in 
the hands of a few at the expense of the Government, on a “first served, forever 
served” or “chosen instrument” basis. Congress did not intend that an efficient 
American-flag operator who fights the hardest and longest to make a go of it 
alone against low cost foreign competition without Government aid, should be 
penalized and discriminated against in favor of an American competitor who 
was the first to seek subsidy on the trade route. 

With respect to the further question whether any change in the existing law 
is warranted or required as a matter of policy, it is equally clear that the safe- 
guards provided by the present statute, as interpreted and implemented by de- 
cisions of the Federal Maritime Board and predecessor authorities, are abun- 
dantly sufficient to protect the interest of the Government and at the same time 
to permit attainment of the objectives of the act. 

The legislative history of section 605 (c) clearly establishes the intent and 
objective of Congress, and is contained in part as an appendix to the first decision 
of the Maritime Commission involving double tracking, American South African 
Line, Ine., Seas Shipping Co., Inc.—Applications for operating-differential sub- 
sidy (3 USMC 277). 

For the ready reference of the chairman and committee there are here listed 
legal principles with respect to multiple tracking, extracted from cited decisions 
of the Federal Maritime Board and its predecessor agencies : 
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The plenary power to grant dual and multiple subsidies is expressly conferred 
on the Commission by section 605 (c). (Docket S-1, American South African 
and Seas application (8 USMC 277 at 283).) 

No operating subsidy contract confers upon the holder an exclusive right to 
subsidy on the route. The mere fact that there is an existing subsidized operator 
en a route will not bar the granting of an additional subsidy on that route. 
(Docket S-1, American South African and Seas applications (83 USMC) 277 at 
283, 284).) 

Under section 601 (a) no citizen applicant for subsidy may be summarily 
turned away simply because it was not the first successful applicant for Govern- 
ment aid. (Docket S-14, Shepard application (8 USMC 366 at 377) (concurring 
opinion ).) 

The legislative history of section 605 (c) demonstrates that Congress did not 
mean to prescribe any rule limiting operating-differential subsidies to a single 
line in a single trade. (Docket S-14, Shepard Steamship Co. application (3 
USMC 366 at 377) (concurring opinion).) 

Section 605 (c) implicitly recognizes the power of the Commission to subsidize 
competing operators, by setting forth the conditions which must be met before 
such action is taken. (Docket S—14, Shepard application (8 USMC 366 at 378) 
(concurring opinion).) (Citing docket S—-1, American South African and Seas 
applications (8 USMC 277; and docket S-12), Pacific Argentine Brazil Line 
application (3 USMC 357).) 

The Board has power under section 605 (c) to grant dual and multiple sub- 
sidies, subject to stated limitations. (Docket S-18, 8-19, PTL, PFEL applica- 
tions (4 FMB 7 at 18).) 

A subsidy contract does not have the legal effect of an exclusive franchise, 
either by definition or implication from the act. (Docket S—18, S-19, PTL, PFEL 
applications (4 FMB 7 at 18).) 

For the reasons outlined earlier in this letter, PTL and States regret they 
are unable to testify at the present hearings, but hope the above expression 
of their views will be of some assistance to the committee in its inquiry on double 
tracking. If it meets with the pleasure of the chairman, they would appreciate 
being afforded an opportunity to make a statement at the conclusion of other 
testimony for the limited purpose of correcting or clarifying the record, to the 
extent this may be required. 

PTL and States respectfully request that this letter be included as a part of 
the written record of the present hearings. 

Very truly yours, 
Liniick, GEARY, OLSON & CHARLES. 
Attorneys for Pacific Transport Lines, Inc., and States Steamship Co. 


GULF Ports ASSOCIATION, INC., 
Houston 1, Tex., March 14, 1956. 
Hon. Herrert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


DEAR Mr. BONNER: We have been informed that hearings are in progress this 
week before your committee on the subject of double and triple tracking, which 
we understand to mean the granting of subsidy contracts to 2 or 3 different lines 
to provide service over the same essential trade route. 

The Gulf Ports Association at a regular meeting held in Mobile, Ala., on 
September 20, 1955, passed a resolution urging the Federal Maritime Board to 
withdraw its declaration on trade route No. 29 as an essential trade route, 
insofar as service from gulf ports combined with the Atlantic and Pacific is 
concerned, and that the Gulf-Far East trade route, as an essential trade route, 
continue exclusively from gulf ports. Several copies of this resolution are 
attached for the information of your committee. 

A majority of the membership of our association feels that the principles 
which moved us to protest the establishment of essential trade route No. 29 
apply with equal force against the practice of double and triple tracking of 
subsidized lines over the same route, and the Gulf Ports Association urges you 
and your committee to act positively against the establishment of any such 
practice. 

Very sincerely yours, 
VERNON BaAILey, President. 
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Whereas our association has read notice in the Federal Register of August 30, 
1955, of the Maritime Administrator to the effect that trade route No. 29 from 
California ports to the Far East is reaffirmed as an essential trade route to 
include combined sailings with the United States Atlantic and gulf ports, in 
addition to exclusive sailings from the Pacific ports as presently; and 

Whereas our association is very much concerned since we are strongly of the 
opinion that service from gulf ports, combined with the Atlantic and the Pacific 
on such a major trade route as the Far East, would hinder and retard the 
development of gulf ports: Be it 

Resolved, That our association feels that the Federal Maritime Board has 
erred in including United States gulf ports in conjunction with United States 
Atlantic and Pacific coast ports as an essential trade route to the Far East 
for the following reasons: 

We assume it is conceded that the facilities of United States gulf ports are 
of value and necessary to the Government in times of war to facilitate the 
movement of supplies, equipment, etc., to overseas forces as well as movement 
of Government cargo of all descriptions in times of peace under the various 
Government aid programs to allied nations. 

We also assume that it is conceded that the facilities of United States gulf 
ports are of value and necessary to exporters and importers of the United States 
on commercial shipments to and from various foreign ports throughout the 
world and not only to such American exporters and importers located at or in 
the near vicinity of these gulf ports, but in the interior of the United States, 
particularly the so-called midcontinent area, where shippers can use the gulf 
ports advantageously as compared with the North Atlantic and/or Pacific 
coast ports. 

With the two preceding paragraphs as prefaces and recognizing that the 
progress of our gulf ports since World War I has been due to a considerable ex- 
tent to regular American-flag services, established initially by the Merchant 
Marine Act of 1920, and subsequently by the Merchant Marine Act of 1936, we 
contend and sincerely believe that our ports can only continue to progress by 
the operators of American-flag services, on major trade routes, to be completely 
divested of all interests other than the operation of such services solely and 
exclusively, to and from gulf ports. 

It has been proven ¢onclusively in the past (even prior to World War I), that 
gulf ports could not depend upon foreign-flag vessels, as their general agents 
and/or owners being domiciled in foreign countries and/or in New York, as far 
as their United States activities are concerned, would and did direct the curtail- 
ment or withdrawal of service from gulf ports as the occasion required, either 
by orders of their own government or more lucrative employment elsewhere. 
Also, in times of emergency and when vessels have been exceptionally scarce, 
due to relief programs, ete., American-flag operators who were not domiciled in 
the gulf and operated from various sections of the United States, such as the 
North Atlantic, Pacific coast, as well the the gulf have withdrawn and/or cur- 
tailed their services from gulf ports for more lucrative employment from other 
United States areas, at times when service was badly needed from gulf ports. 
We believe that the progress of the gulf ports in developing traffic to and from 
the interior of the United States, competitive with the North Atlantic and/or 
Pacific coast, is due to a considerable extent to the efforts and organizations of 
those American-flag operators who are domiciled at, and exclusively serve, the 
gulf ports. 

We further believe that for the progress of our gulf ports to continue it is vital 
that this traffic to and from this interior competitive territory of the United 
States through gulf ports be increased, and that operators of these American-flag 
services on the major trade routes cannot carry water on both shoulders and do 
justice to the proper selling of American-flag services from gulf ports when they 
also operate from or in conjunction with the North Atlantic and the Pacific. As 
a matter of fact, it is historically true that in such dual capacities their interests 
in the ports other than the gulf would predominate. 

We, also, contend that combined service from the gulf with the North Atlantic 
and Pacific coast to the Far East would diminish the caliber of service main- 
tained and required from the gulf ports, inasmuch as such operation contemplates 
indirect service to and from the gulf, thereby adding to the transit time of service 
to and from the gulf ports, making it unattractive to the shippers in competitive 
territory in the interior of the United States. Furthermore, it is certainly 
reasonable to assume that combination of services from gulf ports with the 
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North Atlantie and/or Pacific would materially decrease port coverage in the 
guif, thereby further diminishing the caliber of service maintained and required 
versus exclusive operation from gulf ports. 

We also contend that an operator of such a combined service might, to some 
extent, be prejudiced or vulnerable in labor disputes with longshoremen with 
diversion of interests on three coasts. The fact that our gulf ports have been 
free of longshore strikes for a great many years, whereas they have been frequent 
on both the North Atlantic and Pacific coasts, might well be attributed to a con- 
siderable extent to the influence and labor relations of these American-flag lines 
exclusively serving the gulf. It has, indeed, been of extreme value that the 
gulf ports have remained open to handle shipments of Government, as well as 
commercial cargoes, particularly to and from interior competitive territory, when 
the North Atlantic and/or Pacific coast ports have, at various times, been strike 
bound. The record of the gulf, insofar as work stoppage is concerned, is nigh 
perfect, and this is attributable to a great extent, to the regular services main 
tained exclusively from gulf ports. 

Another feature which we cannot stress too much is that lines domiciled in 
a particular section, such as operators solely from the gulf, are more in 
clined to protect the ocean-rate structure than is a line operating from three sec 
tors, such as the North Atlantic, guif, and Pacific coast. Ocean rates from the 
gulf must be on a competitive basis with other districts, and it has been our 
experience that lines operating solely from the gulf are the ones upon whom 
the gulf must depend to protect the interest of the gulf as, of necessity, a 
line operating from various districts will, we believe, give consideration to all 
districts rather than from one and, at times, the gulf might be discriminated 
against, even though it was not intentional ; be it further 

Resolved, That this association urges the Federal Maritime Board to with- 
draw its declaration of trade route No. 20 as an essential trade route, inso- 
far as service from gulf ports combined with the Atlantic and Pacific is con 
cerned, and that the Gulf/Far East trade route, as essential trade route, con 
tinue exclusively from gulf ports ; be it further 

Resolved, That in the event the Federal Maritime Board is not convinced 
that it should follow our recommendations from this resolution that we be 
given an opportunity to appear to present our case and enlarge upon our argu 
ments. 


STATEMENT BY JAMES A. FARRELL, JR., PRESIDENT OF FARRELL LINES, INC. 


My name is James A. Farrell, Jr., and I reside at 25 Old Farm Road, Darien, 
Conn. 

I am president of Farrell Lines, Inc. (formerly named ‘American South African 
Line, Ins.”), which was incorporated in 1925. I have been president since 
1926. 

This statement is submitted in response to a letter dated February 21, 1956, 
from Hon. Herbert C. Bonner, chairman, Committee on Merchant Marine and 
Fisheries of the House of Representatives, relating to double and triple track 
ing on foreign trade routes established under the Merchant Marine Act, 1936, 
as amended. 

Farrell Lines has been engaged exclusively in offshore shipping since its 
organization. In 1925 we purchased the American South African Line from 
the United States Shipping Board, which had established the service in 1922 
pursuant to the then existing law. In 1935 we extended the service to include 
east Africa as well as south Africa. In 1947 we established our present service 
to west Africa. 

Farrell Lines, Ine. holds an operating-differential subsidy agreement re 
quiring it to render service on trade route 14, service I, the west African service, 
and trade route 15-A, the south and east African service. These two trade 
routes are described in our subsidy agreement as follows: 

Trade route 14, service I: 

“West African service: Between United States Atlantic ports—(Portland, 
Maine, to Key West, Fla.) and ports on the West Coast of Africa from the 
southern border of French Morocco to Cape Frio, including the Madeiras, the 
Canaries, the Cape Verde Islands, and other islands adjacent to the West 
African Coast, with the privilege of calling at the Azores and homebound only 
at Canadian Atlantic and St. Lawrence River ports.” 





DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED TRADE ROUTES |‘ 


bo 
Oo 


Trade Route 15-A: 
“South and East African service: Between United States Atlantic ports 
(Portland, Maine, to Key West, Fla.) and ports on the Southwest, South and 
Kast Coast of Africa from Cape Frio to Cape Guardafui, including the islands 
in the Indian Ocean (Reunion, Mauritius, the Seychelles and Madagascar), 
and the islands of Ascension and St. Helena, with the privilege of calling at 
Trinidad and Cape Verde Islands (but not for cargo or passengers between 
Trinidad, Cape Verde Islands, and United States ports) and with the privilege 

of calling inbound only at Canadian Atlantic and St. Lawrence River ports.” 

While prior to Farrell Lines’ entry therein both these trade routes had to a 
limited extent been served by American-flag ships mostly under Government 
auspices, it can well be said that our company pionieered both routes for the 
American flag. 

The Maritime Administrator and his predecessors, the United States Shipping 
Board and the Maritime Commission, have determined upon certain essential 
trade routes which today number approximately 30. In the Review of Essential 
United States Foreign Trade Routes, dated May 1953, published by the Mari 
time Administration, an essential trade route is defined as follows : 

“A route between ports in a United States coastal area or areas to foreign 
markets which has been determined by the Maritime Administration to be essen- 
tial for the promotion, development, expansion and maintenance of the foreign 
commerce of the United States.” 

I would prefer to express the concept of an essential trade route as: 

“A linking by a direct, regular, frequent and scheduled two-way service of 
an area in the United States having common economic interests and geographic 
unity with an area or areas abroad having reciprocal characteristics ; the service 
on such route offering American industry, agriculture and labor attractive export 
markets and affording American consumers and our armed forces access to the 
various materials essential for the maintenance of our economy and defense.” 

These essential trade routes, which our company serves, each meet these 
criteria. 

The essential trade-route principle or concept is basic in the 19386 act. 

In my opinion any departure from the essential trade-route concept will ulti- 
mately destroy the value and workability of the Merchant Marine Act, 1986, 
which for two decades has proved to be the soundest piece of maritime legisla- 
tion in effect in any maritime nation in the world. 

When the requisite conditions exist, the granting of an operating subsidy 
to more than one qualified American shipowner for the operation on the same 
trade route does not in any way impair the essential trade-route concept nor 
does it violate any basic provision of the 1936 act. 

It seems to me that the question of who should operate on a particular essen- 
tial trade route, or how many should operate on the route, or how much service 
should be provided with what number, kind, and class of ships, can well be 
decided under the provisions of the 1936 act when fully implemented by Federal 
Maritime Board action. 

The choice of the operator or operators and of the type and frequency of 
service to be performed must depend entirely upon the need for the service, 
the adequacy or inadequacy of the existing service, and the kind and strength 
of the existing or potential foreign-flag competition. These criteria, together 
with the willingness and ability of the applicant measured at the time of appli 
cation, the known or estimated cargo and passenger volume, and the possibility 
of long-term profits and ship replacements, ought to be guides upon which the 
selection is based. 

A most important qualification has been and should continue to be the as 
surance of continued operation on the designated trade route irrespective of 
passing opportunities for quick profits by a temporary abandonment of the desig- 
nated route in favor of a cargo bulge elsewhere. 

I think that it will be an unusual case where more than 1 subsidized operator 
is needed or justified on any 1 route. 

Where an existing operator is in business and rendering service under his 
contract, the act requires, and should continue to require, that the burden of 
proof of inadequacy fall on the latecomer. 

Perhaps what has just been said is best illustrated by the existing situation 
on the two trade routes we now serve. 

We share trade route 15-A with Seas Shipping Co., In Robin Lir 
trade route 14-I we are the only American-flag subsidized li 
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Trade route 15-A was the first to be double tracked. 

The granting by the Maritime Commission of operating-differential subsidies 
to Seas Shipping Co., Inc., and to Farrell Lines, Inc., on trade route 15-A was 
based entirely on the circumstances then existing in that particular trade. 

It does not require any review at this time of the history of the American 
merchant marine over the past 30 years to demonstrate that previous legislation 
had not produced the strong steamship units that had been hoped for and that 
at the time the 1936 act took effect there was need for new vessels and for 
stronger operators on every trade route if we were to be successful in meeting 
foreign competition. 

Trade to south and east Africa had increased steadily during the years 
preceding 1938 and a fundamental reason for the granting of subsidies to both 
Seas Shipping Co., Inc., and Farrell Lines, Inc. (then named “American South 
African Line, Inc.”), was, as stated by the Maritime Commission, that— 

“Neither of the applicants here is able alone to provide adequate service by 
such vessels on this trade route.” 

Each company was found to be eligible and the total efforts of the two were 
held necessary if the route was to be served as the Commission determined it 
should be. 

The decision of the Commission (No. S—1, August 5, 1938, 3 U. S. M. C. 277 
was not, in substance, that trade route 15—-A required 2 operators instead of 1, 
but that adequate service on the route could only be assured by adding together 
the ships, the capital, and the other resources of the 2 companies at that date. 

Indeed, the opinion makes clear that the Commission would have been better 
satisfied to grant the subsidy to a single operator formed by the merger or 
consolidation of the two companies. 

Stated in another way, the decision of the Commission did not represent a 
determination that two subsidies on a route were preferable to one subsidy. 
Rather, it represented an attempt at a practical and realistic administration of 
the act by the Commission which reached its decision solely on the basis of the 
actual circumstances existing at the time on the particular essential trade route 
in question. 

Since 1938 on trade route 15—-A, both Farrell Lines, Inc. (formerly named 
“American South African Line, Inc.’”’) and Seas Shipping Co., Inc. (Robin Line) 
have done well. Both companies have increased and replaced their fleets and 
both are looking forward to future replacements and future contract renewals. 
Both companies since 1938 have tripled their sailings on trade route 15-A and 
added considerably to the number of United States and South and East African 
ports served. 

It may be that this satisfactory result can be attributed in some measure to 
the active and strenuous competiticn which has gone on over the years between 
the two American companies. 

More realistically, the progress should be attributed in largest part to the 
great expansion of trade and commerce between the United States and South 
and East Africa predicated on the rapid expansion of agriculture, mining and 
industry throughout Africa south of the Sahara. This trade expansion is, in my 
opinion, due also to the reorientation of the Government of the Union of South 
Africa toward the United States and away from the British Empire. What must 
be recognized has been the lack of skill and activity—or perhaps even interest— 
on the part of British lines which formerly held a dominant position in the trade. 
This position has gradually been gained by the South African national line, and 
the two American lines who today together are paramount in the picture. It 
should be kept in mind that, so far as the British lines are concerned, whenever 
a choice has to be made, trade between the Union of South Africa and the United 
States is of lesser importance than home trades to and from the United Kingdom. 
It seems to me that the very high percentage of cargo carryings by American- 
flag ships in this trade is largely the result of superior service and more active 
solicitation of both American companies when compared with some of their 
foreign-flag competitors on this route. 

The situation of trade route 15—A, and for that matter on any other trade route 
on which there are two subsidized operators, is workable only as long as the 
Government sees to it that the two services are coordinated and not conflicting : 
That is to say, as long as both companies avoid overlapping and excessive fre- 
quency of sailings and both maintain compensatory rates of freight, equality 
respecting cargo classifications, and similar conditions of carriage. 

As I have said, on trade route 14-1, Farrell Lines is the sole certified American- 
flag operator. 
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The subsidy on trade route 14-I was awarded Farrell Lines by the Maritime 
Commission after a public hearing at which several applicants were heard. In 
its report (No. S—6, January 9, 1947, 3 U. S. M. C. 314, 320} making the award 
the Commission said: 

“The cargo moving between United States Atlantic ports and West African 
ports should support one of the applicants, but it is not believed it would support 
two of the applicants.” 

While we have met with a considerable measure of success in developing trade 
route 14-I since we established our service there in 1947 and look forward to an 
orderly replacement of our vessels and renewal of our subsidy contract, the above 
quoted Maritime Commission statement is still true. 

On trade route 14-I nationalism is rampant. 

A British company has special opportunities in the British areas and likewise 
a French company in the French areas and a Belgian company in the Begian 
areas. A Norwegian company serves the French, British, Belgian, and Portu- 
guese areas but with decreasing success and survives mostly because of its alli- 
ance with a British-Dutch colonial corporation of immense size and influence. 
Building up American participation under these circumstances is a task which 
requires the most vigorous efforts possible in the face of substantial and com- 
petent foreign competition. 

Where nationalism does not play a part, in Liberia and Angola, Farrell Lines 
leads the parade. 

Farrell Lines by the service it is rendering with its oceangoing vessels and its 
feeder fleet is making steady progress in the development of the trade. There is 
no reason to believe that any increase in American-flag carrying opportunity can 
outrun our ability to increase and expand our fleet and service. 

Summarizing and concluding, it is our opinion that no general policy fostering 
the presence of more than one operator on any one trade route ought to be adopted 
by the Congress in legislation or the Federal Maritime Board in administration; 
that the 1986 act as it stands amended adequately provides the test as to where 
and when more than one operator is needed or justified ; and that our experience 
above indicates circumstances where two are required and where one is enough. 


Moorr-McCorM ack LInEs, INC., 
New York 4, N. Y., February 21, 1956. 
Mr. A. J. WILLIAMS, 
Secretary, Maritime Administration, Department of Commerce, 
Washington 25, D. CO. 

Sir: Reference is made to the notice appearing in the Federal Register of 
February 15, 1956, volume 21, No. 31, page 1050, determining the essentiality of 
trade route 82, setting forth the requirements of United States-flag operations 
thereon prior to and after the opening of the St. Lawrence seaway, and inviting 
those having any interest therein to offer comments and views thereon within 15 
days. 

It is obviously impossible to submit all of our views and comments within that 
time but we do wish to call your attention to the fact, among others, that an in- 
dependent service on this route would constitute a serious double tracking of our 
operations on trade route 6, which double tracking is now the subject of a con- 
gressional investigation, hearings in connection with which have tentatively been 
set for March 5. 

Naturally, we are opposed and have always been opposed to the double tracking 
of our services, all of which have been acquired by competitive building. We 
shall continue our opposition because the additional services must obtain their 
eargo and revenue from cargo and revenue which otherwise is available to us 
and which is needed now more than ever for the continued operations of our 
several services. 

It seems to have been forgotten that we have explored on several occasions 
the possibility of an interim operation with smal] ships prior to the opening 
of the Seaway and we are contining to review such a possibility, but up to 
now, we have not been able to project operations even with subsidy and the 
most favorable charter hire arrangements that would not result in losses greater 
than those proper to be borne by the prudent business man of the 1936 act. 
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We consider that the Great Lakes and their tributary waters, when the Seaway 
is open, are but a natural extension of our trade route 6 and on numerous oc- 
cosions have so advised the Maritime Administration. 

tn the press release issued by our Mr. W. T. Moore on June 16, 1955, we re- 
affirmed our intention of serving the Lakes when the Seaway was open while 
continuing to serve the ports of Halifax and St. Johns during the winter season. 

Inquiry was made by your Mr. Hochfeld for any material that we had avail- 
able on this operation. Under date of July 11, 1955, our Mr. Moore submitted 
to Mr, Hochfield a comprehensive report prepared by our staff on these Great 
Lakes operations and concluded with— 

“* * * even though the Canal will not be open for traffic until 1959, many 
preparations will have to be made in advance thereof, such as ports of call, 
schedules, terminals, agents and the like, which we are studying and in which 
we will participate. 

“Pending such developments, and ultimate solution, we think we should be 
permitted to proceed at least upon the assumption that our privileges of calling 
at Canadian Atlantic and St. Lawrence River ports on both routes 1 and 6 
will be amended to include ports on the Great Lakes and their tributary waters. 

“Accordingly, this is to request such an amendment to our operating dif- 
ferential subsidy contract.” 

The right to serve the Lakes was again urged in the negotiation of our operat- 
ing differential subsidy agreement and under date of November 4, 1955, Sec- 
retary Williams advised— 

“The Federal Maritime Board considers it is somewhat premature to discuss 
at this time extension of your subsidized operations so as to include calls at 
Great Lakes ports. This will confirm, however, that the Federal Maritime Board 
will give consideration to Moore-McCormack Lines, Inc., calling at Great Lakes 
ports as a subsidized operator when circumstances warrant such considera- 
tion,” 

For your convenient information, I am summarizing below, from our files, 
various reasons why interim operations up to now have not been finalized. Doubt 
was expressed that the Government would, could or should subsidize a ten knot 
vessel even on an interim basis and had declined to do so in connection with a 
C1—MAV1 operated by the Grace Line. 

The N-3 type of vessel which is the only one available which can operate 
under present limitations were not considered suitable as they have a bale 
capacity of only 117,000 feet compared with foreign vessels with 150,000 to 
180,000 cubie feet. The foreign ships in the trade have tween decks suitable for 
earrying unboxed automobiles, whereas the N-3’s do not, and the N—3 type of 
vessel was of a type for which there would be no employment during the 4-5 
months when the Seaway would be icebound. 

The question was also raised whether or not section 605 (a) did not pre- 
vent the subsidization of such an operation. 

In negotiating with the Administration, our new ODSA and replacement pro- 
gram, we definitely had in contemplation and so stated, the number and type 
of our replacement vessels were with a view to serving the Great Lakes as part 
of our trade routes 1 and 6. 

We regret exceedingly and hope that ways can be found to avoid double 
tracking with additional American vessels our trade route 6 where the ex- 
isting foreign competition is such as makes it difficult for us to keep our heads 
above water. 

We shall, of course, be pleased to discuss the matter if you so desire. 

Yours very truly, 

R. C. Lee, Vice Chairman. 





Moore-McCorMACcK LINES, INC., 
New York 4, N. Y., March 15, 1956. 


Subject: Multiple operating differential subsidies on the same routes. 


Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
United States House of Representatives, Washington 25, D. C. 


Sr: Pursuant to your invitation, we submit below our comment on the legality 
and propriety of double and triple tracking. It is believed that in the interest 
of brevity and clarity this can best be done in a prepared statement, but we are, 
of course, willing to discuss it further or answer questions, either orally or in 
writing. 
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Fortunately, the general level of the shipping business in the recent past has 
been such as to prevent errors of judgment in this respect from being fatal, 
but the return of the industry to more highly competitive levels, and the necessity 
for the prompt replacement of vessels at great cost, brings into greater im- 
portance the risk to shipping operators and investors of the practice of double 
tracking. 

At the outset, it should be obvious that double tracking is inherently un- 
economical and expensive because it involves the duplication of overhead, which 
runs in the neighborhood of 10 percent of vessel expenses, as well as the 
duplication of vessels, spare parts, profits, etc., to some extent, and then may fail 
of its alleged justification when coupled with the coordination now being insisted 
upon. 

This is elementary. In the first double tracking case,’ the Board/Commission 
urged the lines to consolidate. It now is attempting to require that the 
services be coordinated but a substantial rate war between two or more sub- 
sidized lines on the same route is by no means impossible or improbable. 

The proposal to establish independent services out of the Great Lakes via the 
St. Lawrence Seaway is the most recent example for they would compete with 
the established lines operating from North Atlantic and other ports, and for 
8 or 9 months of the year would undoubtedly divert enough cargo to make con- 
tinues operations from North Atlantic and other ports precarious. That is 
certain. Whether the opening of the Seaway would develop sufficient compen- 
sating traffic for the North Atlantic and other ports is highly speculative. We 
attach a copy of our protest to the Maritime Administrator. The St. Lawrence 
Seaway problem and the manner in which it is disposed of poses very serious 
questions to the continued operation and the replacement of our vessels now in 
service. 

In connection with the application of the PAB Line* Moore-McCormack had 
purchased and constructed all of the vessels thought to be necessary to ade- 
quately serve the route. The decisions find that they had been sailing half full 
but in an optimistic mood the Commission thought that situation was temporary 
and that traffic would increase. They subsidized another operator and substan- 
tially doubled the services. That was in 1948. To date those optimistie ex- 
pectations not only have not been realized but the situation has worsened. In 
the meantime, both operators have been eking out a precarious existence. 

In the Shepherd case* the Commission found Shepherd not ineligible for 
subsidy on the traffic prospects (although competition was already greater on 
route 1 than any other route) but no one, including the applicant, concurred 
to such an extent as to be willing and able to raise the necessary funds with which 
to qualify under section 601." 

Such optimistic errors are common and general. In 1946 it was generally 
expected in the then atmosphere that there would be a substantial increase in 
trade with Russia and the normal previous traffic potential was doubled upon 
such expectations. Up to 1956, the trend has been fully the other way. 

*articularly is such optimism apt to run rampant when its indulgence does 
not also run the risk of additional private investment but only the utilization 
of existing vessels that otherwise might be employed. Such optimism is aided 
and abetted by shippers, chambers of commerce, boards of trade, and like organ- 
izations, which traditionally desire all of the service that they can get and whose 
business is optimism. This problem of over optimism we believe is uppermost 
in all double tracking cases but we mention only those with which we are 
familiar. 

The long-range picture always looks bright in our own and the world economy 
but those expectations are frequently a long time in being realized. One must 
exercise great care that he does not go broke during the long intervening valleys 
of depressed conditions. No one doubts the eventual growth of trade with such 
countries as Argentina and Brazil, but even the most optimistic must take cog- 
nizance of the present depressed conditions and wonder when improvement will 
commerce. 

Such double tracking might well present a situation where the existing operator 
would have to apply to the Board. under section 606 (4) for permission to sus- 


See Annual Report of U. S. M. C, for 1949, p. 23 
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pend operations or to cancel or modify the contract, particularly where continued 
operations would involve the construction of new replacement vessels at great 
cost. 

Lest it be supposed that Moore-McCormack is overly cautious or not sufficiently 
adventurous, the record will show that we are among the first to replace our 
entire fleet under the Merchant Marine Act of 1936. We recently have con- 
tracted for the construction of 2 combination passenger-cargo vessels which will 
cost about $32,000,000 and have agreed to the orderly replacement of our present 
81 cargo vessels between 1958 and 1970. 

So much for the inherent unsoundness and dangers of double tracking. We 
will not discuss the problem from the standpoint of the interpretation and 
administration of the Merchant Marine Act of 1936. 

The subsidization of vessels commence with the findings that are required 
to be made under section 211 (a) and (b) as to the essentiality of certain routes 
and the number, type, and speed of vessels required to render adequate service. 

Under Reorganization Plan 21 those findings are made by the Administrator 
and paradoxically it has recently been held* that they are not binding upon the 
Board and might not even be competent evidence in proceedings under section 
605 (c). 

It is our belief that it was intended that the Board could only entertain appli- 
eations for subsidy under section 601 with respect to those routes and services 
found to be essential under section 211. 

After findings are made under section 211 an American operator applies under 
section 601 for an operating differential subsidy contract to render all of the 
service that is required, and such a contract is entered into, but thus far the 
problem is relatively simple. 

However, three subsequent problems present complications. 

1. Another operator makes application to render additional service, 

2. The Administrator changes his findings under section 211 so as to require 
more or less service, or 

3. The Commission/Board, pursuant to section 606 (3)— 

“shall determine that such a change in the service, route, or line which is receiving 
an operating differential subsidy under this title, is necessary in the accomplish- 
ment of the purposes of this act, it may make such charge upon such readjust- 
ment of payments to the contractor as shall be arrived at by the method pre- 
scribed in clause (1) * * *.”’ 

Originally all functions and findings were performed by the Board but they 
are now divided between the Board and Administrator. 

It is our belief that the changes authorized to be made in the contracts by 
section 606 (3) were those necessary to keep the contract requirements current 
with the revised findings made under section 211, which naturally has to be the 
prerogative of existing operators to the extent at least of their willingness and 
ability to perform the additional services found necessary under section 211. 
Only when the existing operator was unable or unwilling to perform the services 
required under section 211, do we believe that it was ever intended that more 
than one operator should be subsidized. Otherwise section 606 (3) would seem 
to be rendered meaningless. 

Although this was the situation confronting Congress and the Board in the 
earliest case involving American South African Line and Robin Line* that is 
not the way in which the 1936 act has been interpreted or administered because, 
says the Board, it is obligated to receive and consider the application of any citi- 
zen under section 601. Even though the existing operator is providing all of 
the service found necessary under section 211, the Board may revise those find- 
ings of the Administrator and permit a new applicant to receive subsidy upon 
the revised determination under section 211, whether or not the existing opera- 
tor is ready, able or willing to render the revised services, pursuant to section 
606 (3) or otherwise. 

Such new applications are processed pursuant to section 605 (c). If the new 
service is only a projected rather than an existing one, the new applicant has 
the burden of proving in public hearings that existing services are inadequate, 
not as measured by existing findings under section 211, but as the new applicant 
proposes they should be revised. At least the existing operator gets a public 
hearing even if only on the limited issues of adequacy. 
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However, if the new operator can qualify as an existing operator, and he may 
do so from operations of chartered vessels ‘ there is no public hearing on the issue 
of adequacy. This is reserved for administrative determination under section 
601. A public hearing is provided for in such cases only upon the rather vague 
issue of whether the granting of the second contract would be unduly advan- 
tageous or prejudicial. 

After a new application is processed wnder section 605 (c), the determination 
is only whether that section disqualifies the applicant. If not, the applica- 
tion is administratively processed under section 601, wherein it must be deter- 
mined whether such service is required to meet foreign competition, whether 
the applicant has or will acquire the necessary vessels, whether the applicant 
is qualified by ability, experience and finances, and whether the granting of the 
contracts will carry out the purposes of the act. As we said before, however, 
those determinations are made administratively and not as a result of public 
hearings. 

When public hearings are required by section 605 (c) even upon limited issues, 
the proceedings usually involve many parties, the preparation of voluminous 
exhibits, thousands of pages of testimony and heavy legal and other expenses. 
Recently question has arisen whether existing operators can include in expenses 
the hundreds of thousands of dollars necessary to defend those proceedings. 

In conclusion, we summarize— 

Double tracking is inherently uneconomical, jeopardizes the continued existence 
of both the old and new operator, and the possibility thereof presents a serious 
added risk to companies considering the replacement of vessels. 

We do not believe that the 1936 act has been interpreted and administered 
as must have been the intention of the Congress nor in a manner conducive to 
the greatest accomplishment of the purposes of the Merchant Marine Act, 1936. 

The basic laws applicable are somewhat ambiguous and conflicting both in sub- 
stance and in procedures. 

We recommend that either legislatively or administratively those conditions 
should be corrected so as to accomplish— 

1. That the findings of essentiality of routes and services should be made either 
by the Board or the Administrator but not by both, and should govern each. 
They should not be subject to collateral revision. 

2. That if a contractor agrees to acquire all of the ships necessary under section 
211 at any time and to render the required service, that contractor should first 
be given the right to perform such additional services as may be required pursuant 
to a revision of findings under section 211. 

3. That only when an existing contractor fails or is unwilling or unable to 
adequately render the required additional services, may the Board/Administrator 
a applications for additional contracts. 

That public hearings should be provided upon all rele vant issues, including 
ite now reserved for administrative determination. 

Respectfully submitted. 

Rosert C. Lee, Vice Chairman. 


AMERICAN Matt LINF, 
Seattle 1, Wash., March 16, 1956. 
Hon. Herrert C. BONNER. 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington 25, D. C. 

DeAR Mr. BONNER: The entire staff of American Mail Line, including myself 
and also counsel, have been completely absorbed in the pressures resulting from 
the total loss casualty of 1 of our vessels on March 3, 1956. This accounts for 
our failure to submit comments to, or appear before, your committee on the 
subject of “double and triple tracking,” as you so kindly invited us to do in your 
letter of February 21, 1956, and subsequent letter of March 2, 1956. 

Our comments would have elaborated on the general approach that the 1936 act 
(a) did not intend, in our opinion, to preclude double or even triple tracking 
on any trade route properly declared essential, but did provide that adequacy 
of service was the measure of determining such need, (b) that the 1936 act 
did not contemplate that if a fortuitous set of circumstances made it possible 
for an unsubsidized line to operate on one or more trade routes for a period 
of time such unsubsidized line became an “established service” automatically 
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eligible for subsidy, and (c) we would have suggested that the establishment of 
an additional or different “essential trade route’ might better be done only 
after public hearings. 
We believe the points we mention are being covered by all those submitting 
comments and we would probably only have contributed repetition. 
We do want you to know that we did appreciate your invitation very much, 
and are sorry we were not in a position to contribute more substantially. 
Yours sincerely, 
AMERICAN MAIL LINE, 
A. R. Lintner, President. 


ISBRANDTSEN Co., INC., 
New York 4, N. Y., March 16, 1956. 
Hon. Hervertr C. BONNER, 
House of Representatives, Washington 25, D. C. 
DEAR CONGRESSMAN BoNNER: We acknowledge receipt of your letter of March 
2. Enclosed herewith is a statement covering the views of this company on the 
question of double tracking. 
You will see that we consider double tracking is not necessarily the outstand- 
ing problem but just a small piece of the overall subject. 
Yours very truly, 
ISBRANDTSEN Co., INC., 
JAKOB ISBRANDTSEN, President. 


STATEMENT OF ISBRANDTSEN Co., INC. 


The subject of this hearing has not been separately covered, but certainly its 
forerunner. How To Obtain and Maintain (with emphasis on “maintain”) a 
Merchant Marine has had innumerable hearings and reams of testimony. Not 
a year goes by without considerable talk and grand statements of intent but 
very little more. Why is it that we must go year in and year out in this climate? 

After Mr. Hans Isbrandtsen’s death we sought outside counsel and advice, the 
thought being to stop and look over what we were doing. The firm had em- 
barked on a program of American shipowning. Was it the right thing? One 
man, with an experience record “second to none” said, “I came to this country 
in 1908. There was no shipping policy at that time, there is none now, and 
there never will be one. Get out of American shipping, don't let your heart 
govern your brain.” 

Another gentleman, experienced but younger, said “You cannot go on without 
subsidy but you, personally, would not go it with subsidy.” There were, of 
course, the numerous ones advising, “Get out of shipping altogether, the farmers 
run the country.” 

Now, therefore, where does such a company as Isbranidtsen turn?’ As it now 
stands it has only one choice, apply for operational parity. To liquidate is too 
costly and there is no permission available for transfer. After all, it is a fairl) 
important company, and if it was not (along with others like it) in existence, 
there would be no need for the hearing today. Any double tracking is most 
probably to be carried out by the newer firms in the industry. 

Isbrandtsen embarked on the American ship program because Hans Isbrandt- 
sen, the circumstances of World War II at its termination having left him a 
completely free agent, felt this time there was definitely a chance to build up 
and stay built up. I, being still young and not having had the experience of 
my friend of 1908, can see the reasoning; but on the other hand, I cannot com 
prehend why it presents such a problem. 

On the premise the United States requires a merchant fleet for carrying a 
portion of its foreign trade and for defense purposes; but that United States- 
flag ships, due to a higher standard of living existing in the country, will of 
necessity be outpriced ; and further that it has been determined that the portion 
of our foreign trade to be carried in American ships shall be about 50 percent— 
we are, at this point, completely taken care of by the 1936 act. During its 
being, however, it has been pushed, pulled and turned inside out so that the 
weight of all of this alone has ground the carrying out of the intent of the 
act to almost a complete halt—statements by anyone to the contrary. 


The intent of the act is Clearly stated in the preamble. The United States 
will effect parity operation. In short, go to it. Do not lose sight that in other ; 
maritime countries there are also subsidies to shipping: Britain—by the use 


of exchange control and limiting of banking facilities: Deumark—extremely 
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liberal amortization schedules and tax exemption: Italy, Belgium—low g0\ 
ernment financial costs; Holland—a combination of the foregoing; Liberia, 
Costa Rica, Honduras, Panama—freedom. To all of this there is but one differ- 
ence, the nations mentioned get the ships and we do not; and palaver is no 
substitution. Examine these other nations, what do they have and we do not? 
Freedom of trading and growth. 

As said, Congress has already provided parity, but administration of the act 
has prevented obtaining the fleet sufficient for the objectives involved. It has 
been determined we should carry about 50 percent. If that can only be done by 
double tracking then why think about stopping it? Double tracking is an un- 
known word in the vocabulary of the other nations. As it now stands, parity 
can only be granted to liners. Two years ago Isbrandtsen applied for opera- 
tional aid and nothing has happened, yet it is an established carrier on an im- 
portant and essential route. Two years ago was the time to order ships, that 
is when the yards could have used the work, and that is when the price would 
have been right. Operational subsidy does not mean you can still go out and 
order a ship at any price; you still have to be competitive, and that means with 
your neighbor—not necessarily your countrymen. Now, where has the United 
States been during this time? I will tell you: 

Committee hearings on “Should trampers be subsidized?” ‘Should there be 
ore carriers?” “Should two American lines compete with one another?” And 
plenty of flag waving with statements of what we want. 

Now let’s face up to it. If we are honest in our desires, then “lower the gate.” 
The merchant marine does not mean one class of ship or another class or a 
single service. A healthy merchant marine means a balanced merchant marine 
adequate to handle the determined 50 percent and fully available in time of need. 
Carrying 50 percent does not mean placing a boat on berth, contracting to build 
an ore carrier or offering a tramper on a particular piece of business. It means 
getting right down and competing for the business and that could very well 
mean the survival of the fittest. In any of this, where is there malusage of the 
subsidy? Only in the minds of those who believe they are giving something 
away. I say it is not a gift but should be considered a necessary expense; and 
that if anybody is willing enough to take parity with all its attendant restrictions 
in order that the country should have the merchant marine we all speak about, 
then those persons should be welcomed rather than oppressed. There is not one 
subsidized firm today which, had it expended the same efforts with foreign-flag 
ships, could not be in the same position if not better off. 

In all of the external trades of the United States the predominance of foreign 
carriers to American carriers is not less than 10 to 1. How then could it be 
expected that single tracking lines could carry 50 percent of the country’s busi- 
ness? Face it, that is an undertaking for more than one line in each trade. 
The subsidy is on cost, not on revenue or profit. and argument that one takes 
away from the other is, accordingly, null and void. 

If, after consideration, you are not willing to lower the gate, then the Nation 
owes it to all concerned to clearly say so and return the owners their liberty 
to sail under whatever flag they consider best. After all, there is no one in- 
dividual who is required to finance privately the defense effort In no other 
industry is there such disjointed thinking on the part of certain governmental 
agencies. General Motors can transfer freely an assembly plant to a far-off 
country, and yet that assembly plant could mean as much, or more, to the 
country as a ship: but Mr. Shipowner is prevented from this freedom even if he 
gives a guaranty. It is a matter, as I see it, of picturing subsidy in its proper 
light and not carry it any further along with the present thinking. If you want 
American ships and a merchant marine, make it possible. If you do not, then 
stop hamstringing the American shipowner which is presently going on 


LYKES Bros. STEAMSHIP Co., INC., 
Vew Orleans, La... Mareh 27, 1956. 
Hon. HerBert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 

Dear Str: This will reply to the invitation, in your letter of Febrnary 21, 1956, 
to express ny views on the question of the advisability of a policy of double or 
triple tracking, i. e., the granting of competing operating-differential subsidy 
contracts under the Merchant Marine Act, 1936. Please consider this letter my 
statement for the record. 











132 DOUBLE AND TRIPLE TRACKING ON SUBSIDIZED TRADE ROUTES 


Lykes Bros. Steamship Co., Inc., has firm views against a policy of double track- 
ing which permits the award of operating subsidy agreement without a finding 
of inadequacy of United States-flag service—a finding of inadequacy based on a 
realistic appraisal of long-term cargo available to United States-flag ships rather 
than on some theoretical or fixed objective. 

In 1952 we vigorously opposed before the Federal Maritime Board a twofold 
application for subsidy which would have paralleled our services from the gulf to 
the United Kingdom/Continent and from the gulf to the Mediterranean. In 1953, 
over our opposition, the Board granted that part of the application which sought 
to inaugurate an additional subsidized service from the gulf to the United King- 
dom/Continent, trade route 21/5. The Board approved this application after 
finding that the applicant did not maintain an existing service and without 
requesting Lykes either before or during the hearing to increase the frequency 
of its sailings on the route. The award of subsidy was based on the grounds 
that American-flag service was inadequate in that tonnage carried by United 
States-flag vessels did not equal 50 percent of the total liner vessel movement. 

It approved this application, notwithstanding our position, made in testimony 
and brief and based on more than a generation of experience in this trade, that 
(1) because of the maritime history of the countries comprising the foreign 
terminus of this trade route there were realistic restrictions on the quantity 
of cargo available to American-flag ships; (2) an additional permanent United 
States-flag service would overtonnage the berth; (3) the subsidization of the 
applicant would not increase United States-flag participation in the liner-type 
eargo on the route but would merely subdivide such carryings and divert cargo 
from Lykes rather than from foreign lines; and (4) accordingly, such double 
tracking was not only a useless expenditure of public funds but in fact would 
tend to weaken rather than strengthen the American merchant marine. 

The newly competitive subsidized service began operation in January 1954. 
In January 1955 the Maritime Administrator redetermined the United States- 
flag service requirements on trade route 21, notice thereof being published in 
the Federal Register of January 11, 1955 (20 F. R. 254). Thereafter, in con- 
nection with an overall review of its operations and as a resuit of the factors 
outlined above, Lykes found that maintenance of its prior level of sailings in 
this service was not justified. Lykes then suggested and the Federal Maritime 
Board agreed to a permanent contractual reduction in Lykes’ service on trade 
route 21/5 approximating the minimum/maximum sailings of the newly sub- 
sidized operator. 

In connection with the foregoing, it may be of interest to your committee 
that in June 1954 (within 6 months after obtaining a subsidy), all the stock- 
holders of this newly subsidized line gave another steamship operator, which 
operates in part with foreign-flag vessels, an irrevocable option to purchase 
their stock, exercisable through September 1, 1956. 

A review of foreign-flag competition on this Gulf/European continent trade 
proves that all of the entrenched foreign maritime powers have adopted a policy 
of supporting the historical national line with all the economic and mercantile 
power at their command. The predominant foreign-flag competition on this 
line is: 

1. Netherlands: Holland American Line.’ 

2. French: Compagnie Generale Transatlantique (French Line). 
Swedish:* Swedish American Line; and 

Norwegian:* Wilhelmsen Line. 

Belgian: Deppe Line. 

6. German: Hapag-Lloyd-Stinnes (as a joint service). 

The foregoing listing includes many of the oldest leading maritime nations of 
the world. The long experience of these leading maritime powers and their prac- 
tice of supporting the major historical carrier lends credibility to our conclusions. 

I am certain your detailed study will confirm our experience on trade route 
21 that on trade routes where strong maritime nations operate from foreign 
termini, double tracking dilutes the traffic available to each United States-flag 
line and therefore substantially curtails the profit opportunity of the originally 
subsidized operator. With decreasing profits, the Government’s recapture posi- 
tion inevitably deteriorates and results in an unnecessary dissipation of public 
funds for subsidy payments to the additional service. 


or ye got 


1 Does not include Isbrandtsen-Vinke, serving with Netherlands vessels. 
2 Operate as a joint service. 
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The adverse financial impact resulting from diffusion of the cargo available to 
United States-flag lines presents a considerable impediment to a stable, long- 
range vessel replacement program. New construction at present levels of cost 
represents a large financial commitment. In the case of Lykes it approximates 
$250 million which, in large part, must be recovered from future operations. 
Apart from the financial dangers inherent in double tracking, the steamship 
business is so cyclical and profit opportunities sufficiently uncertain that an invest- 
ment of this magnitude represents a very real risk. The additional threat to 
our operations resulting from double tracking adds new hazards to our vessel 
placement program. I firmly believe that over our trade routes double tracking, 
even where accompanied by a new building program, will result in fewer rather 
than more vessels being built for operation under the United States flag. 

Lykes feels that as a matter of policy there should not be a second subsidized 
operator on a route if the existing United States-flag operators are rendering or 
are prepared to render service adequate to the needs of shippers and consignees. 
In determining “adequate” service, the impenetrability of well entrenched for- 
eign competition should be carefully considered, including the net amount of 
cargo available to American-flag vessels because of the discriminations prac- 
ticed, directed or encouraged by foreign governments or their agents, instructed 
routings by foreign receivers, currency restrictions, custom regulations, non- 
convertibility of freight paid in foreign currencies, preferential berthings, hidden 
rebating, excessive commissions, government and shipper stock ownership in 
foreign lines, and other foreign economic, commercial and political pressures. 
Where for these and similar reasons it is impracticable to obtain more cargo 
for American bottoms, double tracking will merely over-tonnage the route. Un- 
realistic standards of “adequacy” are a detriment to successful long-range 
operation of the American merchant marine. 

In my opinion, no additional line (whether or not constituting part of the 
existing service on the route) should be subsidized unless convincing factual 
evidence establishes that the service of the existing American-flag lines is in- 
adequate, i. e., not capable of carrying substantially all the liner cargo actually 
available to American-flag vessels. If, as appears to be the case, sections 605 (c) 
and 601 of the Merchant Marine Act are interpreted differently, they should 
be amended. I submit that double tracking, whether directly or through de- 
vices such as specially designed trade routes, can do great harm and is justifi- 
able only in cases of inadequate United States-flag service and when the existing 
subsidized line is unable or unwilling to render the degree of service required 
by the Federal Maritime Board. 

Yours very truly, 
LyKes Bros. STEAMSHIP Co., INC., 
S. B. Truman, President. 


Rosin LINE SEAS SHIPPING Co., INC., 
New York 7, N. Y., March 27, 1956. 
Mr. GERALD EF. DONOVAN, 
Vice President, Moore-McCormack Lines, 
New York, N.Y. 

DEAR Gerry: I received a copy of Mr. Lee’s comments to the Merchant Marine 
and Fisheries Committee on the subject “Multiple Operating Differential Sub- 
sidies and the Same Routes.” I have been quite disturbed by some of the 
implications therein with particular reference to the paragraph on page 2 that 
reads as follows: 

“This is elementary. In the first double tracking case, (1) the Board/ 
Commission urged the lines to consolidate. It is now attempting to require that 
the services be coordinated but a substantial rate war between two or more 
subsidized lines on the same route is by no means impossible or improbable.” 

I am confused as to the purpose of this paragraph. However, I wish to advise 
that the implications contained therein regarding relationship between Seas 
Shipping Co., Inc., and Farrell Lines, Inc., is completely without foundation. 
Any reading of the paragraph indicates that the Board is having trouble trying 
to enforce a coordination between the two services. Nothing could be further 
from the truth. The two companies’ services have been coordinated over a long 
period of years and to my knowledge the Commission has never had occasion to 
criticize the two lines for lack of coordination in their service. The reference to a 
substantial rate war contained in the same sentence implies that such is in the 
offing. I wish to assure you that this is erroneous. 
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I am writing to you personally as I do not have the pleasure of Mr. Lee's 
acquaintance. However, I would appreciate your services in correcting any mis- 
understandings held by officials of your company that the above-quoted paragraph 
of Mr. Lee’s statement seems to indicate. 

Sincerely yours, 
WINTHROP QO. Cook, President. 


MoorE-MCCORMACK LINES, INC., 
New York 4, N. Y¥., April 4, 1956. 
Mr. WINTHROP ©. Cook, 
President, Seas Shipping Co., Inc., 
New York 7, N.Y. 

Deak Mr. Cook: Mr. Donovan has called my attention to your letter of March 27 
I regret that the combination of thoughts to which you refer should be susceptible 
to the inference drawn. Such an inference was so far from my thought at the 
time that I failed to notice that it could be so construed. Surely the industry 
generally is aware of the pleasantness of the relationship between Seas and 
Farrell and so I fee! confident that no harm can be done. 

The first thought intended to be conveyed was taken from your case that an 
inconsistency seemed to exist between unnecessary double tracking and later 
consolidation. 

In your case, there was a coordination clause which in your case also has 
worked out satisfactorily, but all double-track operators who now serve on the 
same routes, including Mooremack, are being pressed to accept a similar clause, 
and I have misgivings concerning it because, among other things, of different 
intermediate ports of call, etc. This was from our own experiences and was 
intended to favor a single operation whenever possible. 

As to the possibility of rate wars, etc., this was also taken from our own 
experiences. With two operators on the same berth, both having foreign way 
port privileges and where no conference agreement controlled the rate, one 
operator cut the previously prevailing rate substantially. Informal discussions 
with Maritime indicated there was no way to control this-sunless the cut rate 
was below economical and efficient operations. 

Again I assure you that my coniments were intended in no way to ignore the 
pleasant relations existing between Seas and Farrell and my sincere regret 
that our drafting was not more clearly definite. 

Mr. Casey tells me that although the transcript is ready for the printer, he will 
hold it open in order that your letter and my reply can be incorporated therein 
so that any such inference will be negatived on the record. You may be assured 
that no official in our company needs such correction. 

Yours faithfully, 


RosBert C. LEE. 
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